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AMENDING RAILROAD RETIREMENT ACT, RAILROAD 
RETIREMENT TAX ACT, AND RAILROAD UNEMPLOY- 
‘. MENT INSURANCE ACT 





TUESDAY, MARCH 9, 1954 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met at 10: 10 a..m., pursuant to notice, in room 1334 
of the House Office Building, Hon. Charles A. Wolverton (chairman) 
presiding. 

The CuatrmMan. The committee will be in order. 

The hearings today are on H. R. 7840, a bill to amend the Railroad 
Retirement Act, the Railroad Retirement Tax Act, and the Railroad 
Unemployment Insurance Act, which I introduced on February 12, 
1954. Similar bills have been introduced by various members of 
Congress. 

Approximately 60 bills to amend the Railroad Retirement Act have 
been introduced by Members of Congress and referred to this com- 
mittee during the 83d Congress. Nearly all of these bills provide for 
the liberalization of qualifying conditions or benefits for annuitants, 
pensioners, and their survivors. 

Last year this committee held hearings on H. R. 356 and 17 similar 
bills which provided for the repeal of the so-called dual-benefit re- 
striction, a provision contained in the 1951 amendments to the Rail- 
road Retirement Act. H. R. 356 was favorably reported by 
committee on July 9, 1953, and it passed the House on July 24, 1953. 
It is now awaiting action in the Senate. 

H. R. 7840, the bill before the committee today, is sponsored jointly 
by all of the standard railway labor organizations; and a copy of 
their joint letter of February 12, 1954, in support of this bill, will be 
made a part of the hearings at this point. 

(The document is as follows:) 

RAILWAY LAsor EXECUTIVES’ ASSOCIATION, 
Washington, D. C., February 12, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, House Interstate and Foreign Commerce Committee, 


House Office Building, 
Washington, D. C. 

DrAR Mr. CHAIRMAN: This is to advise that all the standard railroad labor 
unions, including the four train and engine service brotherhoods and all the 
organizations identified with the Railway Labor Executives’ Association, are in 
full agreement and in support of the draft bill which has been delivered to your 
office by Messrs. Johnson and Kolanda, which would amend the railroad retire- 
ment and railroad unemployment insurance systems. For your ready reference, 
these recognized standard railroad labor organizations are listed below: 

Brotherhood of Locomotive Engineers ; Brotherhood of Locomotive Firemen and 
Enginemen; Order of Railway Conductors; Brotherhood of Railroad Trainmen; 
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Switchmen’s Union of North America: The Order of Railroad Telegraphers; 
American Train Dispatchers Association; Railway Employees’ Department, 
A. F. of L.; International Association of Machinists; International Brotherhood 
of Boilermakers, Iron Ship Builders, Blacksmiths, Forgers, and Helpers ; Brother- 
hood Railway Carmen of America; Sheet Metal Workers International Associa- 
tion ; International Brotherhood of Electrical Workers; International Brother- 
hood of Firemen & Oilers; Brotherhood of Railway and Steamship Clerks, Freight 
Handlers, Express, and Station Employes; Brotherhood of Maintenance of Way 
Employes; Brotherhood of Railroad Signalmen of America; National Organiza- 
tion Masters, Mates & Pilots of America; National Marine Engineers’ Beneficial 
Association; International Longshoremen’s Association; Hotel & Restaurant 
Employes and Bartenders International Union; Railroad Yardmasters of Amer- 
ica ; Brotherhood of Sleeping Car Porters. 

The above organizations represent substantially all the railroad workers in the 
United States. We will be very grateful to you if you will introduce this bill 
and do all you consistently can to expedite its prompt consideration. 

Respectfully yours, 
LAWRENCE V. BYRNES, 
Assistant Grand Chief Engineer and National Legislative Representative, 
Brotherhood of Locomotive Engineers. 
A. M. LAMPLEY, 
Vice President—National Legislative Representative, Brotherhood of 
Locomotive Firemen and Enginemen. 
W. D. JoHNSON, 
Vice President and National Legislative Representative, Order of Rail- 
way Conductors. 
Harry SEE, 
National Legislative Representative, Brotherhood of Railroad Trainmen. 
A. E. Lyon, 
Executive Secretary, Railway Labor Executives’ Association. 


The Cuarrman. I should add that nine Members of Congress have 
also introduced bills identical to H. R. 7840. These bills are H. R. 
7869 by Mr. Staggers; H. R. 7951 by Mr. Klein; H. R. 7956 by Mr. 
Williams of Mississippi; H. R. 7973 by Mrs. Buchanan; H. R. 7979 
by Mr. Radwan: H. R. 8016 by Mr. Bennett of Michigan; H. R. 
S028 by Mr. Heller; H. R. 8085 by Mr. Mack of Illinois; and H. R. 
8198 by Mrs. Sullivan. 

The reports on H. R. 7840 from the executive departments and 
agencies will be inserted in the hearings at this point together with 
a copy of this bill. 

(The bill and reports are as follows :) 


[H. R. 7840, 83d Cong., 24 sess.] 


A BILL To amend the Railroad Retirement Act, the Railroad Retirement Tax Act, and 
the Railroad Unemployment Insurance Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


Part I—AMENDMENTS TO THE RAILROAD RETIREMENT ACT 


Section 1. Subsection (h) of section 1 of the Railroad Retirement Act of 
1937, as amended, is hereby amended by inserting after the end of the last 
sentence thereof the following: “Compensation for service as a delegate to a 
national or international convention of a railway labor organization defined as 
an ‘employer’ in subsection (a) of this section shall be disregarded for purposes 
of determining eligibility for and the amount of benefits pursuant to this Act 
if the individual rendering such service has not previously rendered service, 
other than as such a delegate, which may be included in his ‘years of service.’ ” 

Sec. 2. The last paragraph of subsection (a) of section 2 of the Railroad 
Retirement Act of 1937, as amended, is hereby amended by striking the fourth 
sentence thereof. 

Sec. 3. Subsection (d) of section 2 of the Railroad Retirement Act of 1937, 
as amended, is hereby amended by adding after the end thereof the following 
paragraph: 
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“No annuity under paragraph (4) or (5) of subsection (a) of this section 
shall be paid to an individual with respect to any month in which the individual 
is under age sixty-five and is paid more than $100 in earnings from employment 
or self-employment of any form: Provided, That for purposes of this paragraph, 
if a payment in any one calendar month is for accruals in more than one calendar 
month, such payment shall be deemed to have been paid in each of the months 
in which accrued to the extent accrued in such month. Any such individual 
under the age of sixty-five shall report to the Board any such payment of 
earnings for such employment or self-employment before receipt and acceptance 
of an annuity for the second month following the month of such payment. A 
deduction shall be imposed, with respect to any such individual who fails to 
makes such report, in the annuity or annuities otherwise due the individual of 
an amount equal to the amount of the annuity for each month in which he is 
paid such earnings in such employment or self-employment, except that the first 
deduction imposed pursuant to this sentence shall in no case exceed an amount 
equal to the amount of the annuity otherwise due for the first month with respect 
to which the deduction is imposed.” 

Sec, 4. Subsection (a) of section 3 of the Railroad Retirement Act of 1937, 
as amended, is hereby amended by substituting “$200” for “$150.” 

Sec, 5. Subsection (b) (1) of section 3 of the Railroad Retirement Act of 
1937, as amended, is hereby amended by substituting for the parenthetical phrase 
“(ineluding compensation in any month in excess of $300)" wherever it appears 
the phrase “(without regard to any limitation on the amount of compensation 
otherwise provided in this Act).” 

Sec. 6. Subsection (c) of section 3 of the Railroad Retirement Act of 1937, 
as amended, is hereby amended by inserting after the figure “300” the following: 
“for any month before July 1, 1954, or in excess of $350 for any month after 
June 30, 1954,”; and by adding at the end thereof the following: “If the em- 
ployee earned compensation in service after June 30, 1937, and after the last 
day of the calendar year in which he attained age sixty-five, such compensation 
and service shall be disregarded in computing the monthly compensation if 
the result of taking such compensation into account in such computation would 
be to diminish his annuity.” 

Sec. 7. Subsection (e) of section 3 of the Railroad Retirement Act of 1937, 
as amended, is hereby amended by inserting after the comma following the 
word “respectively” the following: “individuals entitled to insurance annuities 
under subsections (a) and (d) of section 5 to have attained age sixty-five, and 
individuals entitled to insurance annuities under subsection (c) of section 5 
on the basis of disability to be less than eighteen years of age,’’; and by sub- 
stituting the words “of the Social Security Act” for the word “thereof” in the 
Jast parenthetic phrases of the subsection. 

Sec. 8. Subsections (a) and (d) of section 5 of the Railroad Retirement Act 
of 1937, as amended, are hereby amended by substituting the word “sixty” for 
the word “sixty-five.” 

Sec. 9. Subsection (f) (2) of section 5 of the Railroad Retirement Act of 
1937, as amended, is hereby amended by substituting the word “sixty” for the 
word “sixty-five” wherever it appears; by inserting after the phrase “pursuant 
to subsection (k) of this section” where it first appears, the following: “Upon 
attaining age sixty-five at a future date, will be payable’; by inserting after 
the word “month” in the parenthetical phrase the following: “before July 1, 
1954, and in the latter case in excess of $350 for any month after June 30, 1954”; 
and by inserting after the phrase “pursuant to subsection (k) of this section” 
where it appears in the proviso the phrase: “upon attaining age sixty-five be 
entitled to further benefits.” 

Sec. 10. Subsection (g) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is hereby amended by striking the last sentence of paragraph (2). 

SEc. 11. Subsection (i) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is hereby amended by inserting the word “or’’ after the semicolon 
in clause (ii) of paragraph (1); by striking clause (iii) of such paragraph and 
by redesignating clause (iv) of such paragraph as clause (iii). 

Sec, 12. Subsection (1) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is hereby amended by striking from paragraph (1) (ii) the phrase 
“and less than eighteen years of age’ and substituting in lieu thereof the fol- 
lowing: “and shall be less than eighteen years of age, or shall have a permanent 
physical or mental condition which is such that he is unable to engage in any 
regular employment: Provided, That such disability began before the child 
attains age eighteen.” Such subsection is further amended by changing the 
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semicolon at the end of paragraph (1) to a period, and adding the following: 
“Such satisfactory proof shall be made from time to time, as prescribed by the 
Board, of the disability provided in clause (ii) of this paragraph and of the 
centinuance, in accordance with regulations prescribed by the Board, of such 
Cisability. If the individual fails to comply with the requirements prescribed 
by the Board as to the proof of the continuance of the disability his right to an 
annuity shall, except for good cause shown to the Board, cease.” 

Sec. 13. Subsection (1) (9) of section 5 of the Railroad Retirement Act of 
1937, as amended, is hereby amended by inserting after the term “calendar 
month” the phrase: “before July 1, 1954, and any excess over $350 for any 
calendar month after June 30, 1954”; and by substituting the figure “350” for 
the figure “300” where it appears the second time. 

Sec. 14. Subsection (1) (10) (i) of section 5 of the Railroad Retirement Act 
of 1987, as amended, is hereby amended by substituting the figure “350” for the 
figure ‘300.” 


Part II 


Sec, 201. Section 1500 of the Railroad Retirement Tax Act is hereby amended 
by inserting after the word “month” the following: “before July 1, 1954, and 
as is not in excess of $350 for any calendar month after June 30, 1954.” 

Src. 202. Section 1501 of the Railroad Retirement Tax Act is hereby amended 
by inserting after the figure “300” where it first appears the following: “for any 
month before July 1, 1954, or in excess of $350 for any month after June 30, 
1954”; and by inserting after the figure “300” where it appears the second time, 
the following: “if such month is before July 1, 1954, or is less than $350 if such 
month is after June 30, 1954”. 

Sec. 203. Section 510 of the Railroad Retirement Tax Act is hereby amended 
by inserting after the word “month” the following: “before July 1, 1954, and 
as is not in excess of $350 for any calendar month after June 30, 1954”. 

Src. 204. Section 1520 of the Railroad Retirement Tax Act is hereby amended 
by inserting after the word “month” where it first appears the phrase: “before 
July 1, 1954”; by inserting after the figure “$300” where it first appears the 
following: “, and for any calendar month after June 30, 1954, not in excess of 
$350"; by inserting after the phrase “shall apply’ where it first appears the 
phrase: “, with respect to any calendar month before July 1, 1954”; by inserting 
after the figure “300 where it appears the second time, the phrase: “, and with 
respect to any calendar month after June 30, 1954, to not more than $350”; and 
by inserting after the figure “300” where it appears the third time the phrase: 
“if the month is before July 1, 1954, or is less than $350 if the month is after 
June 30, 1954.” 

Sec. 205. Subsection (e) of section 1532 of the Railroad Retirement Tax Act 
is hereby amended by inserting at the end thereof the following sentence: “Com- 
pensation for service as a delegate to a national or international convention of 
a railway labor organization defined as an ‘employer’ in subsection (a) of this 
section shall be disregarded for purposes of determining the amount of taxes 
due pursuant to this Act if the individual rendering such service has not pre- 
viously rendered service, other than as such a delegate, which may be included in 
his ‘years of service’ for purposes of the Railroad Retirement <Act.”. 


Parr III 


Sec. 801. Subsection (g) of section 1 of the Railroad Unemployment Insur- 
ance Act is hereby amended by adding at the end thereof the following sentence: 
“For purposes of determining eligibility for and the amount of benefits and 
the amount of contributions due pursuant to this Act, employment as a delegate 
to a national or international convention of a railway labor organization defined 
as an ‘employer’ in subsection (a) of this section, shall be disregarded if the 
individual having such employment has not previously rendered service, other 
than as such a delegate, which may be included in his ‘years of service’ for 
purposes of the Railroad Retirement Act.”. 

Src. 302. Subsection (i) of section 1 of the Railroad Unemployment Insurance 
Act is hereby amended by inserting after the term “calendar month” where it 
first appears the phrase: “before July 1, 1954’; and by inserting before the 
period at the end of the first sentence the phrase: “and with respect to any cal- 
endar month after June 30, 1954, no part of any compensation in excess of $350 
shall be recognized”. 
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Sec. 303. Subsection (k) of section 1 of the Railroad Unemployment Insurance 
Act is hereby amended by substituting the figure “300” for the figure “150”. 

Sec. 304. Subsection (a) of section 2 of the Railroad Unemployment Insurance 
Act is hereby amended by striking the last line of the table and substituting 
therefor the following: 


“$3,500 to $3,999.99____- _ : . , nee on a a 


$4,000 and over__-~----~- Ss ta tice ili wepetaa hile tae tis lati ditt aint eG 


Provided, however, That if the daily benefit rate in column II with respect to 
any employee is less than an amount equal to 50 per centum of the daily rate 
of compensation for the employee's last employment in which he engaged for an 
employer preceding the registration period, such rate shall be increased to such 
amount but not to exceed $8.”’. 

Sec. 305. Subsection (a) of section 8 of the Railroad Unemployment Insurance 
Act is hereby amended by inserting after the date “June 30, 1939” the following: 
“and before July 1, 1954, and is not in excess of $350 for any calendar month 
paid by him to any employee for services rendered to him after June 30, 1954” 
by inserting after the figure “300°” where it first appears in the proviso of the 
subsection the following: “for any month before July 1, 1954, and to not more 
than $3850 for any month after June 30, 1954’, and by inserting after the figure 
“300” where it appears the second time in the proviso the following: “if such 
month is before July 1, 1954, or less than $350 if such month is after June 30, 
1954”’. 

Sec. 306. Subsection (b) of section 8 of the Railroad Unemployment Insurance 
Act is amended by inserting after the date “June 30, 1939”, the following: “and 
before July 1, 1954, and as is not in excess of $350 paid to him for services ren- 
dered as an employee representative for any calendar month after June 30, 
1954”. 


Part IV—EFFECTIVE DATES 


Sec. 401. The amendments made by this Act shall be effective July 1, 1954, 
except as otherwise provided. 

Sec, 402. The provisions of sections 1, 205, and 301 of this Act shall be effective 
as of April 1, 1954. 

Sec. 408. The provisions of sections 2, 3, 7, 8, 9, 11, and 12 of this Act shall 
be effective as of the first day of the first calendar month following the month 
in which this Act is enacted. 

Sec. 404. The annuity under section 2 (a) (4) and section 2 (a) (5) of 
the Railroad Retirement Act to any person who has been deemed to have re- 
covered from his disability, pursuant to the provisions of the last paragraph 
of section 2 (a) which have been amended by sections 2 and 3 of this Act, 
shall be reinstated to begin the first day of the first calendar month following 
the month in which this Act is enacted and deemed, for purposes of section 2 
(d) only, never to have ceased: Provided, That such proof is made of the 
continuance of such disability as is required in accordance with the provisions 
of such paragraph as are not amended by this Act. 

Sec. 405. The provisions of section 6 of this Act amending subsection (c) of 
section 3 of the Railroad Retirement Act, by adding a sentence at the end of the 
subsection, shall be effective as of November 1, 1951: Provided, however, That 
no increase in any annuity heretofore awarded shall be granted pursuant to 
the amendments made by such section except upon application therefor by 
the person to whom the annuity was awarded. 

Sec. 406. The provisions of section 10 of this Act shall be effective with 
respect to annuities accruing and annuities awarded on and after the first day 
after the enactment of this Act. 

Sec. 407. The provisions of section 303 of this Act shall be effective as of 
July 1, 1952. 


REPORT OF THE RAILROAD RETIREMENT BoarRD TO THE COMMITTEE ON INTERSTATE 
AND FOREIGN COMMERCE 


This is a report on H. R. 7840, introduced in the House of Representatives by 
Mr. Wolverton on February 12, 1954, and referred to your committee for con- 
sideration. 
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OUTLINE OF PROVISIONS 


The bill would amend the Railroad Retirement Act, the Railroad Retirement 
Tax Act, and the Railroad Unemployment Insurance Act, in the following 
respects : 

1. The bill would amend all three acts by— 

(a) increasing for benefit and taxing purposes the present maximum com- 
pensation a month from $300 to $350; and 

(b) excluding the service of delegates to national or international con- 
ventions of railway labor organizations from the benefit and taxing pro- 
visions of the railroad retirement and railroad unemployment insurance sys- 
tems if these delegates would not otherwise be covered by the railroad retire- 
ment system. 

2. The bill would amend the Railroad Retirement Act by— 

(a) reducing the eligibility age for survivor annuities of widows, depend- 
ent widowers, and dependent parents from 65 to 60; 

(b) permitting the payment of a survivor annuity to a child over age 18, 
and to its mother, if the child became totally and permanently disabled 
before age 18; 

(c) substituting a straight month-to-month work clause for the present 
recovery test for disability annuitants of earnings over $75 in each of 6 
consecutive months (under this substitution, if the disability annuitant is 
paid more than $100 in any month in employment for hire or self-employ- 
ment, his annuity would not be paid for such month) ; 

(d) permitting the payment to a widow, dependent widower or dependent 
parent of a survivor annuity under the Railroad Retirement Act without 
reducing the annuity by any retirement annuity under that act for which 
such widow, widower, or parent may be eligible by reason of his or her own 
employment ; and 

(e) excluding from the computation of the “monthly compensation” an 
individual’s earnings after the year in which he attained age 65 if such ex- 
clusion would result in a larger annuity. 

38. The bill would amend the Railroad Unemployment Insurance Act by pro- 
viding an additional daily unemployment-benefit rate of $8 if the employee’s 
earnings in a base year totaled as much as $4,000. The present maximum 
rate of $7.50 a day would apply to earnings, in a base year, of $3,500 to $3,999.99. 
In addition, this amendment would provide that, if the daily benefit rate is 
otherwise less than 50 percent of the employee’s daily wage rate, the benefit 
rate would be increased to one-half of the wage rate, but not to more than $8. 


RETIREMENT ACT AMENDMENTS 


1. Increase in tar and creditable compensation base from $300 to $350 per 
month.—Since about 40 percent of all present employees do not earn more 
than $300 a month, the increase in the tax base would not affect them. The 
remainder would pay the tax on the increase from $300 to $350 per month 
in the taxable base beginning July 1, 1954. The total taxable payroll would 
be increased by about 9 percent or $450 million a year, and retirement-tax 
collections by about $56 million a year. This amendment would of itself result 
in increased benefits which would cost approximately $31 million a year—$25 
million under the retirement and $6 million under the survivor provisions. 
Deducting the increased benefits from the $56 million additional taxes leaves 
a net increase in revenue of about $25 million a year, which would be more 
than enough to pay the other benefit increases provided in part I of the bill. 
The $31 million increase in benefits from this provision plus the additional 
cost for other Retirement Act amendments included in the bill would total 
approximately $54 million. The $56 million additional revenue would more 
than pay for all the increased benefits provided for in the bill. The Director 
of the Bureau of Wage and Service Records strongly urges that the effective 
date of this provision be made January 1, 1955, instead of July 1, 1954. This 
would save the Board considerable expense in reconciling the correct com- 
pensation to be recorded to the employees’ accounts, especially where the 
employee worked for more than one employer during the year. Similarly, it 
would appear that changing the maximum creditable compensation during the 
year would pose serious problems for employers making reports to the Board. 
Appropriate changes in the Railroad Retirement Tax Act to increase the taxable 
base from $300 to $350 a month are included in the bill. 
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2. Reduction in the eligibility age for widows, dependent widowers, and parents 
from 65 to 60.—It is well known that women who have not been in employment 
outside the home, on reaching age 60, find it very difficult to secure a paying 
position at or after that age. Under the present act no benefits are payable 
to such widows and parents until they reach age 65. The present Railroad 
Retirement Act permits the payment of full retirement annuities at age 60. This 
is recognition of the facts regarding employability of women at that age. There 
are about 30,000 widows and parents between the ages of 60 and 65 who would 
become eligible for survivor benefits, averaging about $45 a month, on the first 
of the month after the bill is enacted. The cost of this provision would come 
to approximately $23.5 million a year. 

8. Subsitution of a work clause for the presumptive recovery provision for 
disabled annuitants under 65.—The present Retirement Act provides that a dis- 
abled annuitant under age 65 is presumed to have recovered from his disability 
if he earns in employment or self-employment more than $75 a month for 6 con- 
secutive months. The provision has been found to be difficult of administration 
and subject to abuse. The Board believes that the substitution for this provision 
of one that would suspend benefits for any month for which the employee earns 
in employment or self-employment more than $100 a month would be more 
equitable and easier to administer than the present provision. There are ap- 
proximately 43,000 disabled annuitants under age 65 who would be potentially 
affected by this provision. About 800 of them are now suspended because of the 
application of the present 6-month recovery test and would have to be reexamined 
for possible reinstatement. It is estimated that the provision would be a little 
less costly than the present one, the amount of savings being approximately 
$1.5 million a year. 

4. Payment of survivor benefits to a widow and dependent disabled child past 
age 18.—Under the present Railroad Retirement Act, a widow under age 65 can 
receive a widow’s benefit if, and so long as, she has a child under age 18 in her 
care, regardless of whether the child, after age 18, is able to work or not. The 
Board believes that any widow who has a child past 18 who is permanently and 
totally disabled has a greater burden than a widow who has a nondisabled child 
under 18. It therefore believes that any widow who has such a disabled child 
in her care should receive here benefits and the child should receive his benefits 
as long as the disability continues, just as in the case of a child under age 18. 
No good estimate is available as to the number of survivors who will be affected 
by this provision. A rough estimate of the cost of the provision is $750,000 per 
year. 

5. Utilization of employment after age 65 in computing the monthly com- 
pensation.—The present Railroad Retirement Act provides that all compensation 
earned by an employee, including compensation after age 65, shall be used in 
determining the amount of the retirement annuity. Ina considerable number of 
cases, the employee after age 65 earns less than he did before age 65. In the 
judgment of the Board, such an employee should not be penalized because he 
continues to work beyond age 65. The Board therefore believes that the amend- 
ment in the bill which freezes the monthly compensation at age 65, unless the use 
of compensation after age 65 would increase the annuity, is a desirable one. 
Approximately 100,000 annuitants who had service after age 65 are now on the 
current payment rolls. Only those among them who file applications will have 
their annuities considered for recomputation under this provision. It is esti- 
mated that, if all file, some 7,500 will be eligible to receive higher annuities from 
a few cents to a few dollars a month and averaging 55 cents per month, retro- 
active to November 1, 1951. Of the current new retirements at age 65 or over, 
about two-thirds have had some service after age 65. Only a small minority of 
these, however, had higher average earnings before age 65 than after and would 
therefore profit from the provision. It is estimated that the cost of the provision 
would be about $50,000 per year. 

6. Elimination of reduction in survivor benefits on account of entitlement to 
railroad retirement benefits—Under the present act, a woman who is covered 
by the act and whose husband is also covered cannot receive both a widow’s 
benefit and a retirement benefit based on her own earnings. In effect, she can 
receive only the larger of the two benefits. Since such an individual has earned 
her retirement act credits by her own work, she should be entitled to receive 
benefits based on her own earnings. There are fewer than 100 aged widows 
and parents now receiving less than the full amount of both survivor and retire- 
ment annuities. These individuals would receive increases averaging about 
$20 a month. The cost of the provision would be about $20,000 per year. 
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7. Elimination of national delegate service in the absence of previous railroad 
employment.—In the conventions of the railroad brotherhoods, there are a con- 
siderable number of delegates who are not railroad employees and whose service 
as delegates is now taxed under the Railroad Retirement Taxing Act. Prac- 
tically all such persons will never receive benefits under the act, because they 
would not have che minimum of 120 months’ service required for eligibility 
for benefits. The work of collecting the taxes on this small and irregular service 
and of keeping compensation records in the Board is not justified by the small 
amount of taxes and benefits involved. Appropriate amendments to the Rail- 
road Retirement Tax Act are also included in the bill. There is no way of 
knowing the number of individuals who would be affected, but it is probably 
small. A rough estimate of the cost is about $10,000 a year. 

8. Elimination of deductions because of failure of children to attend school.— 
Under the Railroad Retirement Act, a child of a deceased employee is entitled 
to benefits until he reaches age 18, except that if he is age 16 or over and is not 
attending school, no benefit wil be paid for any month while he is not so attending. 
Such a provision was originally in the Social Security Act, but has been removed, 
and there is no good reason for continuing it under the Railroad Retirement Act. 
Some 150 children, whose annuities are now being withheld under the school- 
attendance clause, would be affected by this provision. Most of these children, 
however, are in families already receiving a social security minimum amount. 
The total benefits to the family would therefore not be affected in these cases, 
although a recalculation of the individual benefits may have to be made. The 
amendment will have little effect on the total cost of the bill. 

The table on the following page gives the costs of the amendments in the bill 
to the Railroad Retirement Act. Both dollar costs and tax rates are given. 
The table and the footnote show that the increased revenue from the increase 
in the taxable ceiling to $350 per month is more than enough to pay the increased 
benefits without increase in the tax rate. 


Cost and tax rate summary—aA. Additional annual costs and corresponding level 
tax rate required by amendments in H. R. 7840 to the Railroad Retirement Act 


[Assumes level annual payroll of $5,450 million on basis of $350 monthly compensation ceiling] 





Annual | Level cost 
‘ety dollar (percent of 
Provision cost (in taxable 
thousands payroll) 
1. Additional benefits resulting from increase in ceiling to $350 per month: 
Retirement benefits _- $25, 000 0. 459 
Survivor benefits 6, 000 .110 
2. Reduction of eligibility age for widows and parents to 60 23, 500 . 431 
3. Change in disability work clause —(1, 500) —(. 028) 
4. Disabled child, continuation of benefit to widow and child 750 .014 
5. Disregard compensation after age 65 if use would reduce annuity _. 50 
6. Allow widow full widow’s annuity and any annuity based on her own 
com pensation 20 
7. Elimination of credit for national delegate service for persons who have no 001 
other creditable service 10 
8. Elimination of provision for suspension of benefit of child over 16 not 
attending school. -- is 1 
Total anes . ‘ . s 53, 831 . 987 


Under the present Railroad Retirement Act, benefits cost $670.5 million per 
year on a level basis. The proposed amendments would thus increase the re- 
quired annual outlay to $724.3 million ($670.5 plus $53.8). This would be 
equivalent to a 13.29 percent tax rate on the $5,450 million covered payroll based 
on a $350-per-month ceiling. The latter payroll compares with the $5,000 million 
assumed level annual payroll based on the present $300-per-month creditable 
ceiling on taxes and compensation. 

The existing tax rates are not changed by the proposed amendments. How- 
ever, because of the increased payroll there will be available $56 million in 
additional tax revenue. This compares with the annual cost of $53.8 million 
resulting from the benefit liberalizations of the proposed amendments. 


nw“ 
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RAILROAD UNEMPLOYMENT INSURANCE ACT AMENDMENTS 


The provision of the bill mentioned earlier increasing the tax and benefit base 
from $300 to $850 a month applies also to the Railroad Unemployment Insurance 
Act contributions and benefits. As stated previously, it is estimated that the 
increase in the contribution base to $350 a month would increase the taxable 
payroll by about 9 percent. This would add, at the current contribution rate for 
unemployment insurance of 0.5 percent, about $214 million a year to the con- 
tributions paid by the railroads. However, it would make necessary an increase 
in the contribution rate from 0.5 percent to 1 percent by about January 1, 1957. 
The bill in effect provides for two changes in the benefit formula of the Railroad 
Unemployment Insurance Act which includes both unemployment and sickness 
benefits. The first change is to add the new bracket to the present formula. 
This additional benefit bracket would bring the benefit schedule more in line 
with the earnings of employees at the present time. It also would help to carry 
out the recommendation of the President that unemployment insurance benefits 
be increased in the various unemployment insurance systems so as to more 
nearly approach 50 percent of wages. The present formula provides that any 
employee whose earnings in a base year exceeded $3,500 would have a benefit 


rate of $7.50 a day. The bill provides that a new rate be provided as follows: 


Per day 
5 Rg Re eee i eth S a Beds $7. 50 
I it i cei hte acpi tetteey dimeiapeneiiaial es 


The addition of the $8 benefit rate would have no effect on benefits until July 
1956 since 1955 would be the first base year in which any employee could have 
creditable compensation of $4,000 or more. 

Increasing the earnings to $3850 a month would have some effect on all bene- 
fit rates in the existing schedule, but would affect principally those now in the 
top 3 or 4 compensation ranges. 

However, the increased earnings limit for the second half of 1954 will have a 
slight effect on benefit rates starting July 1955. It is estimated that the effect 
of the $350 a month limit and $8 benefit rate, excluding the proviso, would be 
to increase benefits by about 3.5 to 4 percent beginning with July 1956. Over 
a long period of time the addition of the $8 per day bracket would probably 
increase benefits by about 5 percent. 

The second change in the Unemployment Insurance Act provides that the 
employee's daily benefit rate should not be less than 50 percent of the daily rate 
of compensation for the employee’s last employment in which he engaged for 
an employer preceding the registration period, but that no such rate should be 
increased above $8 per day. 

The majority of the Board is in agreement on all of the proposed amendments 
except for the proposed method of achieving increases in unemployment bene- 
fits. The separate statements on this provision from the Chairman of the Board 
and from the labor member of the Board are attached. 

This is the report of Chairman Kelly and Board Member Harper, a majority 
of the Board. A separate statement from the carrier member concerning the 
bill is attached. 

All three members of the Board, however, call attention to a suggestion from 
the Board’s budget officer that if the committee reports out a bill as a result of 
this hearing, a section substantially as follows should be included in the bill 
as reported by the committee so that, if the bill is enacted, the Board may im- 
mediately start processing adjustments necessitated by the changes in the Rail- 
road Retirement Act: 

“Section ——-. In order to carry out the purposes of this Act, there shall be 
set aside as of enactment date, as an additional amount appropriated to Salaries 
and Expenses, Railroad Retirement Board (Trust Account), $500,000 to be de- 
rived from the Railroad Retirement Account and apportioned by the Bureau 
of the Budget as required, for administrative expenses in administering the pro- 
visions of this Act. Any unobligated balance on June 30, 1955, of the amount 
hereby appropriated shall revert to the Railroad Retirement Account.” 


STATEMENT OF CoOL. RAYMOND J. KELLY, CHAIRMAN OF THE RAILROAD RETIREMENT 
BoarpD 


The problems created by the proposed amendments to the Railroad Retire- 
ment Act, as described in the statement by the majority of the Board, are minor. 








10 AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS 


I am in favor of the amendment to the Railroad Unemployment Insurance Act 
which would increase benefit rates for unemployment and sickness benefits. 
Such action would be in accordance with the recommendations contained in the 
President’s economic message. 

At the present time our railroad unemployment and sickness benefits are 
about 40 percent of average weekly wages. Our benefits should be higher to be 
in line with the President’s recommendation; closer to 50 percent of average 
weekly wages. 

While I do favor an increase in benefit rates, I am not in favor of the method 
proposed in H. R. 7840 for increasing them. It proposes to get these results the 
hard way by changing the whole benefit formula in the present law. 

The present formula is a fairly simple one. It is one Congress gave us in 1938. 
It is one the labor organizations favored in 1938 and have since supported. 

This formula provides a daily benefit rate based on an employee's annual 
compensation in the railroad industry. For each of ten different categories of 
annual compensation, there is a benefit rate specified in the law. Within any 
benefit year (July 1 to June 30) a benefit rate does not change. 

We can easily tell from the Board’s wage records what benefit rate an em- 
ployee is entitled to and he can easily understand how we arrived at it. 

I can understand how a benefit rate is determined under the present law. It 
is not easy for me to understand how it would be determined under the proposed 
amendment and I do not think railroad employees will find it easy to understand 
either. 

It would cost us about $700,000 to administer the proposed amendment and it 
would be expensive for the railroads to provide us with the necessary informa- 
tion to administer it. 

We don’t need a new and more complicated formula in order to get higher 
benefit rates. 

We don’t need to spend a lot of money on administration to get these results. 

We can get these results and the results the President wants, without much 
increase in administrative costs. We can do it by sticking to the basic benefit 
formula we now have and revising the scale of benefits upward. 

Here is one way to doit: 

1. Increase the amount recognized as compensation in any one month from 
$300 to $350 (as provided in sec. 305 of H. R. 7840). 

2. Add a new top benefit rate of $8.50 for earnings over $4,000. 

3. Split the lowest 2 wage brackets into 3 with benefit rates of $3, $3.50, and $4. 

4. Raise remaining benefit rates by 50 cents. 

A comparison of the present table of benefit rates and the new table of benefit 
rates is set forth below: 





Daily | Daily 
Present rates, total compensation benefit Proposed rates, total compensation benefit 
rate rate 

$300 to $474.99 . $3.00 | $300 to $399.99 $3. 00 
$475 to $749.99 3.50 | $400 to $499.99 3. 50 
$750 to $999.99 4.00 | $500 to $749.99 | 4.00 
$1,000 to $1,299.99. - 4. 50 | $750 to $999.99 lia atl 4.50 
$1,300 to $1,599.99. - - 5.00 | $1,000 to $1,299.99 we 5.00 
$1,600 to $1,999.99 5.50 | $1,300 to $1,599.99. ___ . 5. 50 
$2,000 to $2,499.99 6.00 | $1,600 to $1,999.99___- cia 6.00 
$2,500 to $2,999.99 _- | 6. 50 | $2,000 to $2,499.99____ ‘i “ 6. 50 
$3,000 to $3,499.99 -. ..- 7.00 | $2,500 to $2,999.99 7.00 
$3,500 and over____-.--- 7.50 | $3,000 to $3,499.99 7. 50 
$3,500 to $3,999.99. __ ; 8. 00 
$4,000 and over. 8. 50 


This proposal might possibly pay out in benefits about $18 million more a year. 

It would cost us very little more in administrative expense to pay benefits 
under this proposal. 

The structure of the present benefit formula which has stood the tests of 
15 years of benefit payments would remain unchanged. 

I recommend it for your consideration and the consideration of the railroad 
labor organizations and carriers. 
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Average benefit payments as a percentage of average weekly wage 


With proposed 





erase 

Present increase 
Unemployment eumoe ba aitee aan 39.7 44.1 
RL ee BRS ; sine 4 ened 42.5 47.6 


Benefit payments would be increased by the following percentages: 11 percent 
for unemployment benefits; 12 percent for sickness benefits. 
(Hstimated by the Office of the Director of Research.) 





STATEMENT BY Horace W,. Harper, LAson MEMBER OF THE RAILROAD RETIREMENT 
Boarp 


As stated in the report by the Railroad Retirement Board on H. R. 7840, I am 
submitting a separate statement on the proviso in section 304 of the bill. I 
believe that this proviso is important and necessary, and should be approved for 
the following reasons: 

The Railroad Unemployment Insurance Act has never provided adequately 
for the railroad employees who, because of sickness or lack of available work, 
or because they entered railroad employment late in the benefit year were not 
able to work more than a few months in the base year. Nor does it provide 
adequately for individuals whose rate of earnings has increased substantially 
after the end of the base year, and before the period of unemployment. The 
annual compensation base used to determine benefit rates is adequate for most 
employees fortunate enough to be fully employed in the base year, and on the 
whole, is more satisfactory than State law provisions. However, there remains 
this group for whom benefits are inadequate. The proviso that benefit rates 
should be at least 50 percent of the daily rate of compensation in last employ- 
ment, subject to the $8 per day maximum is designed to take care of them. 

The beneficiaries this proviso is designed to protect are not just casual em- 
ployees. They include thousands of regular railroad workers with years of rail- 
road service. Others are at the beginning of railroad careers and may have 
worked as long as a year in addition to their brief base-year service before 
becoming unemployed or sick. They included workers in many different occupa- 
tions, such as firemen, brakemen, stenographers, station agents, carmen, and 
machinists, not just laborers. 

Of the 68,000 unemployment beneficiaries paid at a rate less than $6 per day 
for unemployment in the 1952-53 benefit year, 35,000 were employed in the rail- 
road industry within 30 days of the beginning of their unemployment. In other 
words, this large group had substantial employment after the base year. Fre- 
quently, among the beneficiaries, those with low rates are employees who were 
forced to stop working because of sickness early in the base year. Among the 
sickness beneficiaries with rates under $6 the proportion still active in the 
industry at the time their benefits began was about the same as among those 
unemployed. Of those not recently employed, 53 percent had worked in the 
railroad industry for more than 5 years. 

Benefits under the Railroad Unemployment Insurance Act in 1952-53 totaled 
close to $100 million, and it now appears that the total for the current benefit 
year will not be much different. However, to be on the safe side, I have assumed 
for cost purposes that benefits under the present law would average $125 million 
a year. For all cost estimates the Board has used an average taxable payroll of 
$5 billion a year. With this payroll the benefits under the present law, for long- 
range cost calculations, are estimated at 2.5 percent of the taxable payroll. 

I have estimated that H. R. 7840, if enacted, would add 16 percent to the bene- 
fits for a year like 1952-53. Here again, to be on the safe side, I have assumed 
a 20-percent increase for cost estimates. Thus the total benefits including the 
proposal are estimated at $150 million a year. Increasing the taxable earnings 
limit to $850 a month will add about 9 percent to the taxable payroll, raising 
it to $5.45 billion a year. Thus the unemployment and sickness benefits under 
H. R. 7840, for long-range cost calculations, are estimated at 2.75 percent of the 
taxable payroll. 

The Railroad Unemployment Insurance Act sets aside an amount from con- 
tributions equal to 0.2 percent of the taxable payroll to be used for administra- 
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tive purposes. The administration of the law has never cost this much. How- 
ever, assuming that it would, the total cost of the Railroad Unemployment Insur- 
ance Act, adding H. R. 7840 and including administration, would be 2.95 percent 
of payroll. Considering the conservative nature of the above calculations, I con- 
sider this to be ample evidence that the financing of the Railroad Unemployment 
Insurance Act is more than sufficient to provide the benefits proposed in H. R. 
7840. 

As of January 31, 1953, there was a total of $653 million in the Railroad 
Unemployment Insurance Account as a reserve to support payments under the 
Railroad Unemployment Insurance Act. This balance is currently earning 
interest at a rate of 23 percent. Contributions by employers are paid at a rate 
of 0.5 percent of taxable payrolls. This rate will remain in effect as long as 
the balance in the account is above $450 million. The income from interest and 
contribution is sufficient so that, on the basis of recent benefit experience, there 
is little prospect under the present law of an increase in the contribution rate 
to 1 percent before January 1958. It may not increase before January 1959. If 
the proposals in H. R. 7840 are enacted, our experience indicates that the con- 
tribution rate would increase 1 year sooner; that is, the contribution rate would 
probably increase to 1 percent in January 1957, but it might not increase before 
January 1958. 

As I have just stated, the contribution rate under the Railroad Unemployment 
Insurance Act has been 0.5 percent since January 1, 1948. By contrast, the 
employers covered under State unemployment insurance laws now pay an aver- 
age rate of about 1.5 percent to the States plus 0.3 percent to the Federal Gov- 
ernment, and it is more probable that they will pay at a higher rate in the future 
than that they will pay at a lower one. Thus, now and for a number of years to 
come the railroads have the advantage of a relatively low rate for unemployment 
contributions. Rates for employers under State laws since 1948 have been as 
follows, including the 0.3 percent Federal tax: 


Contribution rate 


State laws, 


Year average RUIA 
1948 = 7 1. 54 0.5 
1949 owe da 1. 61 5 
1950_. < 1. 80 5 
1951 1.88 5 
1.75 .5 


Rte Sissons) cha claws 


One objection which is given to this proviso is that administrative difficulties 
and costs would be very great. It appears to me that the administrative difficul- 
ties are overemphasized and that in actual operation will not be found to be 
very important. While it is true that the administrative costs will increase by 
a relatively small amount, I do not believe that such costs should take precedence 
over equitable and necessary benefits in the consideration of this bill. 

For the reasons given above, I believe that the increases in benefits which would 
follow enactment of this provision are equitable and just, and that they should 
be enacted by Congress. 


STATEMENT OF F. C,. SQUIRE, MEMBER, RAILROAD RETIREMENT BOARD 
I am opposed to two of the principal provisions of H. R. 7840 for the reasons 


given below. 
Increase in maximum compensation from $300 to $350 is inequitable 

The rate of the payroll tax on the railroads is already 3 times (6% percent 
versus 2 percent) the payroll-tax rate on their nonrailroad competitors and 
other industries. To increase the tax base from a maximum of $300 per month 
to $350 would increase this existing discrimination by $28 million a year. 

The bill proposes liberalization of the benefit rates of the Railroad Unemploy- 
ment Insurance Act, the provisions of which are already far more liberal 
than those of the State laws 

Only 2 years ago substantial increases were made by Public Law 343, approved 

May 15, 1952, in the daily benefit rates. 
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Will increase cost $25 million to $30 million per wear.—As these rates are in- 
creased, more claims are induced. For example, during the consideration of the 
bills in 1952 it was calculated that the increases proposed in daily benefit rates 
would increase total benefits paid by $25 million to $80 million per year. Actual 
experience has shown the increase to be about $35 million or more. As to sickness 
benefits alone, it was calculated in 1952 that the then proposed increases in 
daily benefit rates would increase total sickness benefits paid by 41.2 percent 
(1952 hearings on H. R. 6625, p. 125). Instead, actual experience has shown an 
increase of about 60 percent. Although a calculation shows that the daily benefit 
rates proposed in H. R. 7840 average only 16 percent above the existing benefit 
rates, I estimate for the reasons given above that the proposed rates would 
increase the total annual cost of benefits by $25 million to $30 million. 

Already provides sickness benefits which most State laws do not.—Over 40 
percent of the benefits normally paid under the Railroad Unemployment Insur- 
ance Act are for sickness and maternity. Only 4 States have laws for the pay- 
ment of sickness benefits and those laws provide for the employees to pay all or 
part of the cost of sickness benefits. In contrast, the Railroad Unemployment 
Insurance Act provides sickness and maternity benefits for railroad employees 
nationwide and requires that the entire cost be borne by the railroads. Conse 
quently, the Railroad Unemployment Insurance Act, in providing such sickness 
and maternity benefits entirely at the employers’ expense, is already much 
more liberal than the State systems. 

Comparison of railroad and State average weekly benefits—Disregarding the 
additional sickness and maternity benefits already provided by the Railroad 
Unemployment Insurance Act, let us see how the unemployment benefits already 
provided by the railroad law compare with the unemployment benefits provided 
by State laws. A common comparison, because readily available, is between 
the average per week paid to all beneficiaries under State laws and the average 
benefits per week of unemployment paid under the railroad law. Under State 
laws, the average per week of total unemployment for the calendar year 1953 
was only 3.58 as compared with average per week of total unemployment 
under the railroad law of $29 for the last 6 months of 1953. 

The following table shows the proportions of beneficiaries paid at the highest 
rate, and the average payment under the railroad law and for the States. 






Percent of 


benefic 
at maximu 
benefit rate 











Railroad 
Unemployment, year ended June 30 


1948 23 $17. 60 
1949 3 19. 2 
1950 45 19. 80 
1951 24 17. 40 
1952... 37 18. 50 
1953 19 29. 50 
July-December 1953 9 29. 00 
Sickness, year ended June 30 
1948 BS 21. 50 
1949 59 21. 60 
1950 68 21.70 
1951 68 22.00 
1952 71 22. 30 
1953 34 31. 60 
July-December 1953 36 31. 50 
States 
Unemployment, calendar year 

1948 54 19. 03 
1949 60 %1). 48 
1950 54 mM). 7 
1951 5] 

1952 55 

1953 57 


Sources: The weekly rates for railroad total unemployment and sickness are from the annual report 
the Railroad Retirement Board for fiscal year 1952, pp. 265 and 275, and similar data for subsequent per 
the percentages were calculated by the Office of Director of Research. The percentages and weekly ra 


the States are from Statistical Supplement, Labor Market and Employment Security, May 1953, | 





The sharp drop in the percent of railroad payments at the maximum rate and 
the sharp rise in the railroad averages for fiscal year 1953 are the result of the 


45159—54 2 
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drastic increase in benefit rates granted by the 1952 amendments to the Rail- 
road Unemployment Insurance Act. Obviously, if the proportion of beneficiaries 
paid at the maximum under the railroad law were as large as the proportion 
paid the maximum under State laws, the difference between the railroad unem- 
ployment average payment for the last 6 months of 1953 and the State average 
payment for the calendar year 1953 would be much greater than the difference 
of $5.42 shown in the table. 

Comparison of State and railroad minimum and marvimum.—The more im- 
portant provisions of State unemployment compensation laws are shown on pages 
16 and 17 of the Social Security Bulletin for December 1953. Excluding de- 
pendents’ allowances, which are payable in only 11 States, there is no State law 
with a maximum of more than $35 a week. This may be compared with the maxi- 
mum of $37.50 now payable under the Railroad Unemployment Insurance Act, 
and a maximum of $40 proposed in H. R. 7840. Even including dependents’ 
allowances, there are only 4 States paying a maximum of more than $38 a week. 
In the following tables, averages of the provisions of State laws are compared 
with the present railroad law and the proposals in H. R. 7840. Allowances for 
dependents are omitted from the State figures because such allowances con- 
stitute only about 1 percent of the total paid by the States for unemployment. 


States Railroads 
} 

Provision Se tad in en 

Simple elg » erase 
Simple W ighted I resent H. R. 7840 

average average ‘ law 
Minimum weekly benefits $7. 82 2 $29. 10 
Maximum weekly benefits $26. 66 $40 
Maximum total benefits payable in a year $612. 77 $1, 040 
Maximum weeks of total unemployment payable__- 23 26 





1 Computed by weighting figure for each State by number of beneficiaries in calendar year 1952. 
2 $29.10 is based on $1.455 per hour Chose now being paid in the lowest compensation range of $15 per 
week would average under H. R. 7840 about $31.25. 


Other respects in which the present railroad unemployment system is already 
more liberal than those of the States 


1. All State laws prohibit the payment of unemployment benefits to strikers. 
Radically contrary is the railroad unemployment system under which strikers 
are paid unemployment benefits unless the strike is in violation of the railway 
labor act or the rules and practices of the labor organization. If the act is to 
be amended, certainly the payment of benefits to strikers should be prohibited 
the same as in all the State laws. 

2. Of the 4 States that have sickness (temporary disability) laws, 3 of them 
specifically prohibit payment of benefits for maternity, and while the other pro- 
vides for sickness benefits in maternity cases, it is for a shorter length of time 
than the railroad unemployment insurance law, and is at the expense of the 
employees. In contrast, the Railroad Unemployment Insurance Act provides for 
nationwide payment of maternity benefits. These average about $755 per case, 
and aggregate about $3 million per year. About two-thirds of the women do not 
return to work. ‘The entire cost is on the railroads. I have never heard any 
railroad man attempt to justify this maternity provision. If the act is to be 
amended, the maternity provision should be eliminated. It should be remembered 
that under no State law are even sickness benefits payable at the expense of 
the employer. 

3. Under most State laws the taxpaying employer can under certain conditions 
object in the administrative proceedings and also obtain court review if he thinks 
that payments of certain unemployment benefits to his employees, or former 
employees, by the State agency are contrary to the State law. Under the Rail- 
road Unemployment Insurance Act, the taxpaying railroad employer does not 
have that right, according to the decision of the Court of Appeals for the Seventh 
Circuit in Railway Express Agency, Inc. vy. Kennedy et al. (189 F. (2d) 801, 
certiorari denied in 342 U. 8. 830). 

4. Under the railroad law a man who quits a job without good cause, or who 
refuses to accept suitable work is disqualified from receiving unemployment 
benefits for 30 calendar days. All States have related provisions. In some of 
them the disqualification is complete. In a great majority of the others the dis- 
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disqualifying period is much longer than 30 days (pp. 9, 10, Statistical Supple- 
ment, Labor Market and Employment Security, September 1951). 

5. All States disqualify for varying lengths of time a man who has been sus- 
pended or discharged for misconduct. The railroad law does not disqualify, 
but, on the other hand, pays unemployment benefits in such a case just the same 
as if the man had been laid off due to lack of work. 

6. In most States, the maximum total amount of benefits, in addition to being 
restricted to a certain number of weeks, is further limited to a specified propor- 
tion of base-year earnings. The most common limitation is that total benefits 
shall not exceed one-third of the total base-year earnings. There is no such 
restriction in the Railroad Unemployment Insurance Act. In the fiscal year 
1953, 5,000 of the beneficiaries exhausting unemployment benefit rights under 
the Railroad Unemployment Insurance Act received payments ranging from 50 
up to 130 percent of their base-year earnings. 

50-percent proviso.—This is the proposed provision that all the lower benefit 
rates in the present law be increased to half the claimant’s daily rate of compen- 
sation. This sounds simple, but would result in the grossest inequities and also 
in difficulties of administration. It would, in effect, substitute daily benefit rates 
of about $6 or more for the first 6 brackets of the present schedule. 

Of the “hard core’ of regular railroad employees, most earn over $3,000 per 
year and under the present law are entitled to $7 or $7.50 per day for unem- 
ployment, However, there are a few hundred thousand casual or temporary 
railroad workers every year. Under the present law 4 or 5 weeks’ work in the 
base year with $300 earnings entitles one to $3 per day unemployment for a 
maximum of 130 days. The 50-percent proviso proposed in H. R. 7840 would 
entitle him to about $6 per day (very few wage rates are now less than $1.50 per 
hour or $12 per day), nearly as much ass a regular railroad employee who 
had spent years in the railroad industry. While many regular railroad em 
ployees would benefit from this 50-percent proviso, the greatest benefit from it 
would go to casual and temporary workers. The claimant who earned the bare 
minimum of $300 required to qualify, and had never before worked for a rail- 
road, could receive for his small amout of work as much as $1,040 in unemploy- 
ment benefits and then later be paid additional benefits for sickness. Under 
H. R. 7840 he would be entitled, provided he had a brief job at $16 per day, to 
the same benefits as a man who earned the maximum creditable amount of 
$4,200. 

Some of the other bad features of this proposal I will mention only briefly: 

1. Employees with practically the same earnings in the base year in the same 
type of work may get entirely different benefit rates because of the transfer of 
one or both to some other type of work before becoming uneniployed. 

2. Thousands of beneficiaries will receive more in benefits than they earned 
in railroad employment. Many of them will receive 2 or 3 times as much as their 
total railroad earnings. 

3. Benefit payments will be so high if this proviso is enacted that the in 
centive to seek work will be reduced and there will be the temptation to malinger 
in sickness cases. 

4. The 50-percent proviso could have the effect of penalizing an unemployment 
claimant who accepts a temporary railroad job. For example, a machinist with 
low base-year earnings may be entitled to the maximum rate of $8 because his 
last employment paid over $16 a day. But if he accepts a temporary job such as 
handling mail or shoveling snow for $12 a day, his benefit rate would be reduced 
to $6 for any subsequent unemployment or sickness. This is certainly a poor 
way to encourage the unemployed to seek work. 

5. Basically the proposed 50-percent proviso is an attempt to graft onto the 
present law, which bases the benefit rate on total earnings in the base year, a 
feature somewhat similar to the provisions of some State laws which base the 
benefit rate on earnings in a single quarter or in the period immediately preced- 
ing the beginning of unemployment. However, the proposal omits entirely the 
safeguards that are in these State laws. These safeguards are in the form of 
provisions requiring total base-period wages of some such figure as 30 times 
the weekly benefit amount to be eligible for benefits or of provisions which 
restrict the total benefits payable in the year to a fraction (commonly one-third) 
of the total base-year earnings. 

6. The administration of the Railroad Unemployment Insurance Act, instead 
of being simple and economical, will be made costly and complex by this 50 
percent proviso. 
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(a) The Railroad Retirement Board has emphasized promptness in payment 
of unemployment and sickness claims. The checking and certification of a large 
proportion of the claims is completed the day they are received in the regional 
office. This is possible because the claimant already has received from the Board 
a card stating his base-year earnings or if he has lost the card, the information 
is obtained from the headquarters wage record by teletype. This method was 
adopted after careful consideration when the original act was drawn in 1988. 
The 50-percent proviso of H. R. 7840 would largely abandon that quick source 
and in the large majority of cases probably require obtaining information as 
to last wages from the railroads, which would delay the unemployment and sick- 
ness benefit checks and cost many hundreds of thousands of dollars to the Board 
in additional administrative expense and many hundreds of thousands of dollars’ 
expense to the railroads in looking up last wages. 

(b) The benefit rate will not be fixed for the year, but will fluctuate with 
changes in railroad occupation. In extreme cases, which will arise among operat- 
ing employees on the extra board, it may be necessary to determine the benefit 
rate separately for each claim period, since the employee’s pay rate will vary 
according to the particular type of service and the weight and type of the engine 
on each day’s run. 

(c) The fluctuations and inconsistencies in benefit rates will be confusing to 
the claimants with the result that there will be many disputes and many special 
investigations will be required. 

(ad) The present benefit formula of the Railroad Unemployment Insurance Act 
is as simple and as easy to understand and administer as there is in any unem- 
ployment insurance law and it has stood the tests of 15 years of benefit payments. 

It has 10 earnings groups and a daily benefit rate for each group which remains 
unchanged for any employee for 1 year. 

When this principle of earnings group was adopted in the original Railroad 
Unemployment Insurance Act in 1938, its adoption was considered an advance 
over the provisions of most State unemployment compensation benefit formulas 
of the time (the latter used principles similar to those of the proposed amend- 
ment). 

The testimony in support of the original railroad unemployment insurance 
legislation and the committee reports on it said of the present benefit formula: 

1. It would simplify and “speed up benefit payments.” 

2. It would “reduce the number of disputes concerning what the benefit is.’ 

3. “This method of determining the benefit rate and maximum benefits is far 
simpler than the methods provided in the various State acts, under which 
elaborate (and probably administratively costly) calculations are necessary.” 

4. When an employee receives his statement of earnings he will be able 
readily to tell whether he met the earnings requirement and the amount of 
benefits for which he can be eligible. “Such prior determinations, it is be- 
lieved, are not possible under the present (State) system.” 

5. “The present bill * * * we believe to be the simplest and soundest for 
unemployment insurance ever introduced into legislature in this country.” 

6. At that time a proposal similar to the 50-percent proviso, establishment 
of a different benefit rate for each different wage rate, was carefully consid- 
ered and rejected. 

Under the present benefit formula if the claimant agrees to the record of 
base year compensation there is no ground for dispute about the benefit rate 
and he can readily understand how it is determined. This fact is apparent by 
the absence, during 15 years of benefit payment, of any appeal concerned with 
the determination of benefit rate. 

There were in the last fiscal year approximately 3,600 statements of base 
year compensation disputed by claimants. All of these disputes were resolved 
without appeal by a claimant. In the whole year approximately 380,000 de- 
terminations of benefit rate were made. 

This record of acceptance of benefit rate determinations would not continue 
to prevail with the formula of the proposed amendment, partly because there 
will not infrequently be opportunity for difference of opinion as to a claimant’s 
daily rate of compensation but also because the proposed basis for benefit pay- 
ments will be less easily understood. 


’ 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., March 22, 1954. 
Hon. CHARLES A, WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, New House Office Building, 
Washington 25, D. C. 

My Dear Mr. CHARMAN: This is in reply to your letter of February 16, 1954, 
wherein you request a report on H. R. 7840, to amend the Railroad Retirement 
Act, the Railroad Retirement Tax Act, and the Railroad Unemployment Insur- 
ance Act. It is also in answer to your request relative to H. R. 7869, 7951, 7956, 
7973, and 7979, bills identical to H. R. 7840. 

The proposal would revise the railroad retirement program in several im- 
portant respects. It would increase the maximum wages subject to payroll taxes 
and creditable toward benefits from $300 to $350 a month. It would reduce the 
eligibility age for widows and dependent parents from 65 to 60 years of age. 
Eligibility for disability benefits would be put on a month-by-month basis and 
the allowable earnings raised to $100. Compensation after age 65 would not 
be counted toward benefits if it had the effect of reducing such benefits. Sur 
viving spouses entitled to benefits in their own right would be permitted to 
receive such benefits, and their survivorship benefits as well, without any offset 
requirements. In cases where a dependent child is disabled, his benefit rights 
would continue after his 18th birthday both in respect to the offspring and the 
widow. Several other relatively minor revisions, which would be brought about 
by the proposed bill, include elimination of the school attendance provision for 
children’s benefits and exemption of service as a union delegate from covered 
employment. 

The Railroad Retirement Board has made a cost analysis of the proposal and 
indicates that it would not add to the present deficiency of the program. Raising 
the tax base would increase revenues by an estimated $56 million a year and 
the automatic increase in benefits resulting from a parallel increase in creditable 
wages would be $31 million a year. Other changes would add another $23 
million a year to annual costs. The net effect would be a slight reduction in the 
financial deficiency under which the program is now operating. 

In respect to the railroad unemployment insurance program, the bill would 
raise the tax base to $350 a month with a parallel increase in maximum benefits 
from $7.50 to $8. This provision is recommended. The unemployment benefits 
would be further liberalized by a provision that in no instance could they be 
less than 50 percent of the claimant’s last daily rate of pay. We believe this 
provision requires careful examination. 

The change in the method of computing unemployment benefits from an 
annual-wage base to a “last daily rate of pay” would favor particularly the 
casual employees of the railroad industry. The casual worker is already favored 
in that the present railroad unemployment insurance program does not contain 
any limitation on the duration of benefits to keep it in accordance with the 
claimant’s prior service in the industry. In consequence, it is possible now 
for a person who works 5 or 6 weeks or earns a minimum of $300 in the rail- 
road industry to get benefits for as much as 26 weeks of unemployment and 
26 weeks of sickness—far more in the aggregate than the total wages earned 
in the railroad industry. The proposed bill would have the effect of increasing 
substantially the benefits going to such claimants. Inasmuch as the cost of 
unemployment insurance is borne by the carriers, we believe the Congress will 
wish to consider whether these provisions of the bill create an inequity by 
increasing the burden of the carriers with respect to individuals whose con- 
nection with the industry is of short duration. If it is intended to depart 
from the annual basis of determining benefits, such a step might be accom- 
panied by a standard requiring more substantial connection with the railroad 
industry as a precondition of receiving benefits. Such standards exist in the 
great majority of State unemployment insurance programs. 

The proposed increase in the covered wage base to $350 a month would cor- 
respond to the President’s proposal for revision of old-age and survivors insur- 
ance. In view of these Presidential recommendations, the proposal for a higher 
wage base and resulting automatic increases in benefits under the railroad 
system would appear appropriate. Its enactment is recommended. Because 
of the complex interrelationship between social security and railroad retire- 
ment, however, it is important that enactment of a wage-base increase in the 
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railroad retirement program not become effective in advance of the increase 
in old-age and survivors insurance. 

The case regarding the other increases in benefits, amounting to $23 million 
a year, is one which the Congress will wish to consider in connection with (1) 
the existing financial situation of the railroad retirement system, and (2) the 
potential effect of railroad retirement increases on the general old-age and 
survivors insurance program, and on relationships between the two systems. 

In respect to the first point, the fact that the system is presently under- 
financed by approximately 0.9 percent of payroll raises a question as to whether 
a substantial part of the increased revenues should be allocated to decreasing 
the deficiency. As indicated above about 60 percent of the increased revenues 
resulting from the higher wage base in the retirement program would be re- 
quired to finance the automatic increase in benefits. Most of the remaining 
40 percent, under the bill, would be devoted to the other liberalizations. 

In regard to the second point, the reduction of the eligibility age for widows 
may well lead to pressures for a similar measure in the old-age and survivors 
insurance program. Inasmuch as the railroad retirement program is a social- 
insurance system, as well as a staff pension plan, it may serve to some extent 
as a precedent for OASI. Asa matter of principle, the social-insurance features 
of the railroad retirement program should be kept in consonance with the general 
social-security program insofar as it is practicable and equitable to do so. Al- 
though we recognize that there may be special problems of survivorship in the 
railroad industry, we cannot endorse this provision. 

In according eligibility to disabled dependents beyond 18 years of age, the 
bill creates a new class of beneficiaries which is not provided for in the old-age 
and survivors insurance system. The principle, however, is equitable and pro- 
vided for in tax law. It would seem desirable to provide specifically that the 
offspring be, in fact, economically dependent. 

The provision making it possible for surviving spouses to receive two benefits 
may be questioned on the grounds that (a) the spouse’s benefit is a social benefit 
based on the added financial need of annuitants with dependent wives and (b) 
that it has no relation to individual contributions. We believe this argument has 
validity and would suggest that it be considered by the committee. Favorable 
action on this provision should not be considered a precedent for similar liberaliza- 
tion of social-security laws. 

The other provisions of the bill are without objection. 

In summary, the increase in the taxable wage base and the concomitant auto- 
matic increase in benefits would be consistent with the President’s recommenda- 
tions respecting the old-age and survivors insurance program. Their enactment 
is recommended to become effective at such time as the amendments to the Social 
Security Act become effective. The increase in maximum unemployment benefits 
is also recommended at such time as the wage base is raised. With respect to 
the other changes in the railroad retirement program, the Bureau, although 
agreeing that most of these are socially desirable, believes that the Congress will 
wish to consider carefully whether they should be enacted at this time. 

Sincerely yours, 
Jos. M. Doner, Director. 


The Cuatrmayn. I will first call for the appearance before the com- 
mittee of the Members of Congress who have introduced bills and who 
are present and desire to be heard. 

I note that Mr. Van Zandt, of Pennsylvania, our colleague, who has 
introduced one of these bills is present. Mr. Van Zandt. 


STATEMENT OF HON. JAMES E. VAN ZANDT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Van Zanpr. Mr. Chairman, my name is James E. Van Zandt, 
representing the 20th District of Pennsylvania. It is needless for me 
to mention again that my congressional district in Pennsylvania has a 
large railroad population and for that reason I have first hand knowl- 
edge of the sentiments of active and retired railroaders with respect 
to liberalizing the Railroad Retirement Act. 
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There are in my congressional district various groups of retired and 
active railroaders who have a thorough knowledge of the Railroad 
Retirement Act and definite ideas as to how it should be amended to 
bring about the liberalization of certain provisions of the existing law. 

Before I discuss the proposed amendments favored by my constitu- 
ents and which were introduced by me at their request, let me point out 
that railroad employees in the 20th Congressional District of Penn- 
sylvania are mindful of the fact that the Railroad Retirement Fund 
must be maintained in a solvent condition. For that reason we respect- 
fully request this committee to consider the amendments introduced 
by me and approve them if it is felt that they are justified and will not 
impair the solvency of the retirement fund. 

The following bills were introduced by me early in the 83d Congress 
and are now pending before this committee: 

1. H. R. 1736 was introduced on January 14, 1953, and provides that 
railroad employees may retire on a full annuity at age 60, or after serv- 
ing 30 years, and that such annuity for any month shall not be less 
than one-half of the individual’s average monthly compensation for 
the 5 years of highest earnings. 

2. H. R. 1737 was introduced on January 14, 1953, and provides for a 
25-percent increase in the annuities and pensions payable to railroad 
employees and their survivors. 

3. H. R. 1738 which was introduced on January 14, 1953, provides 
full annuities at compensation of half salary or wages based on the 
5 highest years of earnings for individuals who have completed 35 
years of service or who have attained the age of 60. 

4. H. R. 3104 was introduced on February 16, 1953, and provides 
that the age requirement for a widow’s insurance annuity be reduced 
from age 65 to age 60. 

There are other bills pending before this committee introduced by 
Members of Congress which provide for smaller increases in benefits 
and for liberalizing other provisions of the Railroad Retirement Act. 
Many of my constituents are interested in these bills and respectfully 
request that they also receive your serious attention. 

Mr. Chairman, H. R. 7840 which you introduced on February 12 and 
which is jointly sponsored by all standard railroad organizations em- 
bodies some changes in the Railroad Retirement Act but does not 
include some amendments desired by my constituents. While I am in 
accord with the provisions of H. R. 7840 and intend to support it, I feel 
that it should be amended to include some if not all of the amendments 
represented by my bills. 

My understanding of the provisions of H. R. 7840 is that it provides 
for the much desired reduction in the eligibility age of widows from 
65 to 60. 

Another provision revises the existing law regarding the disability 
work clause which now provides that a disabled person is deemed to 
have recovered if he earns more than $75 monthly in each of 6 consec- 
utive months. Under the provisions of H. R. 7840, the annuity would 
not be payable in any month where the amount earned was more than 
$100. 

There is also a provision in H. R. 7840 which would permit disabled 
children and widowed mothers to have their benefits continued after 
the child reaches age 18. Under existing law, benefits terminate for 
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the widowed mother and disabled child when the latter reaches 18 years 
of age. 

Another provision of H. R. 7840 increases from $300 to $350 the 
maximum compensation that is taxable and creditable for both rail- 
road retirement and unemployment insurance. New benefit rates are 
established for crediting this additional compensation under the Un- 
employment Insurance Act. It is provided that the daily benefit rate 
shall not be less than one-half the last daily rate of pay at which the 
employee worked in railroad employment with a maximum of $8. 

H. R. 7840 revises the present formula of using compensation earned 
after age 65 in computing the annuity. Under existing law, compen- 
sation earned after retirement is used in computing the annuity de- 
spite the fact that through lower earnings after age 65 the annuity 
may be reduced. 

Under the provisions of H. R. 7840, the service rendered after age 
65 may be credited but the compensation may be disregarded if by 
using it the annuity would be reduced. 

H. R. 7840 also provides that a survivor is entitled to a survivor an- 
nuity and retirement annuity. Under existing law, a widow who has 
had railroad employment and in her own right is eligible for a retire- 
ment annuity is penalized if she is eligible also for a survivor’s annu- 
ity by reason of her husband’s employment since she cannot receive 
both benefits. H. R. 7840 provides that the widow is entitled to both 
benefits. 

Finally, H. R. 7840 excludes delegates of a labor organization from 
coverage under the Railroad Retirement Act if the delegate has no 
other covered employment. This present law grants coverage to dele- 
gates of a labor organization, but the sponsors of H. R. 7840 state that, 
since the conventions frequently include delegates from units outside 
the railroad industry or outside the country, the accumulation of cred- 
its is so trifling and of no substantial value in comparison with the 
nuisance of recording it and collecting taxes on it. 

Mr. Chairman, in completing my analysis of H. R. 7840, I want to 
repeat again that I intend to support it. I feel, however, that it falls 
short of the expectations of active and retired railroad employees. 

To begin with, there is no provision in H. R. 7840 for an across-the- 
board increase in benefits, despite the fact that in the opinion of many, 
the railroad retirement fund could stand a reasonable increase in bene- 
fits. At the moment, it appears that this Congress will increase social- 
security benefits and while I realize that social-security benefits are 
somewhat below the level of benefits paid by the Railroad Retirement 
Board, I say in all fairness, how can we increase social-security bene- 
fits without doing likewise for the beneficiairies of the Railroad Re- 
tirement Act. 

It should be kept in mind that the payroll deductions are greater 
under the Railroad Retirement Act than they are under social-security. 
In addition, increases under the Railroad Retirement Act and the So- 
cial-Security Act have not kept pace with the increased cost of living. 
For that reason, I heartily recommend that H. R. 7840 be amended to 
include an across-the-board increase in monthly benefits. 

As previously mentioned, there are thousands of active and retired 
railroaders living in my district who believe that a new formula 
should be adopted which would permit retirement on a full annuity at 
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age 60 or after serving 30 years, and that such annuity for any month 
shall not be less than one-half of the individual’s aver age monthly 
compensation for the 5 years of highest earnings. This change in 
formula is only one of several being advocated, and I earnestly hope 
that this committee will give the subject earnest consideration. 

The provision of H. R. 7840 increasing the payroll tax base from 
$300 to $350 will undoubtedly attract criticism because it will mean 
an increase in the monthly payroll deductions. I must report, Mr. 
Chairman, that my constituents have steadfastly opposed any increase 
in the payroll tax since they continually point out that the railroad 
retirement fund, in their opinion, is capable of financing the cost of 
proposed amendments without increasing the amount of monthly 
payroll deductions. 

In conclusion, Mr. Chairman, may I emphasize that, while I am in 
accord with the provisions of H. R. 7840, I feel that it does not go far 
enough; and, for that reason, I respectfully urge that it should be 
amended along the lines I have suggested, if it is to meet the wishes 
of thousands of my constituents. 

Thank you. 

The Cuarrman. Do you have any questions, gentlemen ? 

Mr. Harris. First, I should like to say that 1, as well as other mem- 
bers of this committee, realize your interest in the railroad-retirement 
program. You have made numerous appearances before the commit- 
tee and many expressions of interest on this subject in other places, 
including the floor of the House. And we realize the interest and 
welfare which you have of railroad-retired people. 

I appreciate the fact that you have had experience in the industry 
yourself, that you are familiar with the subject, and that you come 
from the industry. Therefore, you are familiar with the problems. 

I appreciate the fact that you are here before the committee today 
in the interest of this program. I understand that you are favorable 
to the provisions of this proposal with reference to the extension of 
benefits and that you urge this committee to increase the benefits to 
retired employees. 

Mr. Van Zanpr. Are you speaking about the provisions of H. R. 
7840 ? 

Mr. Harris. Yes. 

Mr. Van Zanpt. It is my understanding that there are no provisions 
in this bill that will provide an across-the-board increase for those 
already retired. There however may be increases for those who retire 
in the future if the taxing base is broadened from $300 to $350. 

Mr. Harris. Well, there are provisions that increase, in one way or 
the other, benefits of certain people. 

Mr. Van Zanvr. To certain people but not an across-the-board 
increase. 

Mr. Harris. Under the railroad-retirement program. 

Mr. Van Zanpr. Yes, the increase is limited to certain people. 

Mr. Harris. And you are supporting those benefits ? 

Mr. Van Zanpr. Yes. 

Mr. Harris. And your complaint is that this bill does not go far 
enough? 

Mr. Van Zanpr. That is correct. 
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Mr. Harris. At the same time, you mentioned the fact that your con- 
stituents, who were interested in this program, were opposed to in- 
ireasing the tax on the base salary ? 

Mr. Van Zanpr. That is the general sentiment in my district. 

Mr. Harris. Are you favor: able to that proposal to increase this 
tax, or do you have the same feeling which you have expressed that 
your ehimionnte have ? 

Mr. Van Zanpr. I am reluctant to approve the broadening of the 
tax base because of the fact it will add to the deductions that are 
already made from the paycheck received by the active railroadmen 
of my congressional district. My position 1s based on the fact that 
this is no time to increase payroll deductions. 

Mr. Harris. Or taxes, in any way? 

Mr. Van Zanpvr. That is correct. We have, in Altoona, where the 
largest railroad shops in the world are located, approximately 6,000 
railroadmen out of work. Therefore, I want to be no part of any 
effort to increase payroll taxes at the present time. 

Mr. Harris. Of course, that is a very safe position to take, because 
the difficulty we have here in connection with amendments to this 
program is to provide increased or additional benefits. Of course, 
those increased benefits cost, and someone will have to pay for it. 

Now, the difficulty we have, and so many people take a position 
that they want increased benefits, is that no one seems to want to pay 
the bill. 

Mr. Van Zanpr. I mentioned, in the course of my remarks, that I 
was of the opinion that an across-the-board increase could be absorbed 
by the present railroad retirement fund and thereby eliminate the 
necessity of increasing payroll taxes. I based that statement on 
information that was made available to this committee during the 
course of the hearings on H. R. 356. 

Mr. Harris. I think it would be interesting to bring to the attention 
of the committee the experience we have had for the last 2 years, or 
a little over, out of the amendments provided in 1951, which no doubt 
will help us to come to some general decision at least. Perhaps there 
will be differences of opinion, but undoubtedly we will have the benefit 
of some experience with this program since the amendments were 
last adopted. 

Thank you, Mr. Chairman. 

The CHarrMan. Are there any further questions, gentlemen ? 

If not, we thank you, Mr. Van Zandt, for this additional evidence 
of your terest in the welfare of the railroad workers. 

Is Mr. Lyon here? Mr. Lyon is the executive secretary of the 
Railway Labor Executives’ Association. 







STATEMENT OF A. E. LYON, EXECUTIVE SECRETARY OF THE 
RAILWAY LABOR EXECUTIVES’ ASSOCIATION, WASHINGTON, 
D. C. 


Mr. Lyon. Mr. Chairman and gentlemen of the committee, my 
name is A. E. Lyon. My address is 10 Independence Avenue SW., 
Washington 24, D. C. I am the executive secretary of the Railway 
Labor Executives’ Association. This is an association of the chief 
executive officers of 19 railway labor organizations. 
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I appear here, however, in behalf of the 4 train and engine service 
brotherhoods as well as in behalf of the 19 organizations afliliated 
with the association. The four brotherhoods are: Brotherhood of 
Locomotive Engineers, Brotherhood of Locomotive Firemen and 
Enginemen, Order of Railway Conductors, and Brotherhood of Rail- 
road Trainmen. 

The organizations affiliated with the Railway Labor Executives’ 
Association are: Switchmen’s Union of North America; the Order 
of Railroad Telegraphers; American Train Dispatchers Association ; 
Railway Employees’ Department, A. F. of L.; International Brother- 
hood of Boilermakers, Iron Ship Builders, Blacksmiths, Forgers, and 
Helpers; Brotherhood Railway Carmen of America; Sheet Metal 
Workers International Association; International Brotherhood of 
Electrical Workers; International Brotherhood of Firemen and 
Oilers; Brotherhood of Railway and Steamship Clerks, Freight 
Handlers, Express, and Station Employees; Brotherhood of Mainte- 
nance of Way Employees; Brotherhood of Railroad Signalmen of 
America; National Organization Masters, Mates and Pilots of Amer- 
ica; National Marine Engineers’ Beneficial Association ; International 
Longshoremen’s Association; Hotel and Restaurant Employees’ and 
Bartenders International Union; Railroad Yardmasters of America; 
and Brotherhood of Sleeping Car Porters. 

These organizations, as above listed, represent almost all of the 
railroad workers in the United States. They are often referred to 
as the standard railway labor organizations. 

These organizations are vitally interested in the railroad retire- 
ment system, established by the provisions of the Railroad Retirement 
Act, and in the railroad unemployment insurance system, estab- 
lished by the provisions of the Railroad Unemployment Insurance 
Act. Both systems are administered by the Railroad Retirement 
Board. 

Railroad labor organizations maintain a constant review and study 
of the operations of these systems and are constantly examining the 
possibilities of improving the benefits to railroad workers and their 
families. We are not only concerned with the adequacy of benefits 
but we also place very great importance on financial soundness and 
permanence. Prudent financing and lasting security for these benefit 
systems are neither ignored nor lightly considered by the standard 
railroad labor organizations. , 

The organizations for whom I am speaking have been almost con- 
stantly engaged for the past 5 months in a series of conferences to 
determine what changes they should recommend at this time. 

These conferences have been attended by principal executive officers 
of the unions as well as by other representatives. We have carefully 
examined a great many proposals which have been made from time to 
time. We have had the best professional and technical advice avail- 
able to us; and we have had the benefit of information supplied to 
us, at our request, by the able technical staff of the Railroad Retire- 
ment Board. 

It is our considered judgment that the amendments proposed by 
H. R. 7840 are necessary at this time and that they should be promptly 
enacted. 

As the distinguished chairman of this committee, Mr. Wolverton, 
stated in the appendix of the Record on February 12 when he intro- 
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duced H. R. 7840, the bill is jointly sponsored by all standard rail- 
road labor organizations. A short summary of the changes which the 
bill proposes to make was included in the chairman’s statement. I 
think it will be helpful if that summary is repeated here: 


First. Widows’ benefits at age 60: Under present law aged widows are not 
eligible for survivor benefits until age 65. The bill reduces the eligibility age 
to 60. 

Second. Disability work clause: Under present law, a disability annuitant is 
deemed recovered if he earns more than $75 in each of 6 consecutive months. 
The bill provides for withholding the annuity in any month in which more 
than $100 is earned. This will remove hardships on the one hand, and eliminate 
abuses on the other. 

Third. Survivor's benefits for disabled children and widowed mothers: Under 
present law, a widowed mother and her child cease getting survivor’s benefits 
when the child reaches age 18 even though the child may be completely disabled 
for any employment. The bill provides that if the child is permanently and 
totally disabled, the survivor’s benefits to the widowed mother and child will 
continue beyond age 18. 

Fourth. Maximum creditable and taxable compensation: Under present law, 
the maximum compensation that is taxable and creditable for both railroad 
retirement and unemployment insurance purposes is $300 per month. The bill 
increases this maximum of $350 both for tax purposes and for credit toward 
benefits under both the railroad retirement and unemployment insurance systems. 
In connection with establishing the new benefit rates for crediting this additional 
compensation under the Unemployment Insurance Act, it is also provided that 
the daily benefit rate shall not be less than one-half the last daily rate of pay at 
which he worked in railroad employment, but with a maximum of $8. 

Fifth. Crediting of compensation earned after age 65: Under present law, com- 
pensation earned after retirement age is used in computing the annuity even 
though through lower earnings in later years this operates to reduce the annuity, 
The bill provides for disregarding such compensation (though crediting the 
service) if using such compensation would reduce the annuity. 

Sixth. Receipt of both survivor annuity and retirement annuity: Under present 
law, a widow who has had railroad employment and is eligible for a retirement 
annuity in her own right and who would also be eligible for a survivor annuity 
by reason of her husband’s employment has the latter offset against the former 
and cannot receive both; the bill provides for both to be paid. 

Seventh. Delegates to conventions: Under present law, service as a delegate 
to a labor organization convention is covered employment. These conventions 
frequently include delegates from units outside the railroad industry or outside 
the country who have no other covered employment. The accumulation of these 
trifling credits is of no substantial value compared with the nuisance of record- 
ing it and collecting the taxes on it. The bill excludes such service from cover- 
age where the individual has no other covered employment. 

Now, Mr. Chairman, there are two small items included in the bill 
not mentioned in that summary, and I want to refer to them briefly. 

Section 303 of the bill corrects an oversight that occurred when the 
unemployment insurance law was amended in 1952. There was simply 
an omission of changing one figure to another. And section 303 cor- 
rects that. 

There is another slight amendment provided in section 11, that is 
not included in the summary, which strikes out the requirement that 
has been there for some years about children eligible for survivor 
benefits being required to attend school. That was placed in this law 
originally because it was in the Social Security Act. It has long since 
been removed from the Social Security Act, and we believe it should 
be removed from our law. 

The railroad retirement system is maintained on an actuarial level 
cost basis. As I said earlier the cost of improvements in the system 
is necessarily a matter which requires careful consideration and that 
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consideration has been given by the representatives of the standard 
railway unions. 

Before making the recommendations contained in the bill before you, 
we consulted the experts of the Railroad Retirement Board, and the 
information supplied to us shows that enactment of the bill would 
not impair the financial security of the system; that is, the cost of 
the liberalizations proposed in the bill would be offset by the added 
income provided for in the bill. I shall explain this in more detail 
later. 

For some years railroad workers and their labor organizations have 
been considering the desirability of reducing the eligibility age of a 
widow of a railroad employee for survivor benefits from age 65, 
which is the requirement in the present law, to age 60. 

We have found that there was dire need in many families who had 
the misfortune of losing the breadwinner to provide the surviving 
widow with an income. The present law recognizes this need, but 
withholds that income from the widow until she is age 65. The 
assumption apparently is that a widow before age 65 can secure em- 
ployment to support herself. In our opinion, however, this is an un- 
realistic assumption. 

Our experience has been that few indeed are the widows who are 
fortunate enough to have employment until age 60. This is particu- 
larly true when a widow is about age 60 at the time of her husband’s 
death. A woman whose functions in life have been to take care of the 
employee’s home is hardly in a position to secure employment at age 
50, let alone at age 60. 

If we were free to base our recommendations on need alone, we 
would recommend an even lower eligibility age. We cannot, how- 
ever, do so because of the cost involved. We find now that we can meet 
the cost if we reduce the age to 60 and we are satisfied that the pro- 
posal has great merit. This reduction in eligibility age will apply 
also to a dependent widower as well as a dependent parent who would 
be eligible to receive a widower’s or parent’s survivor annuity at age 
60 rather than at age 65, provided, of course, they are otherwise 
eligible. 

Another amendment which is designed to relieve hardships exper?- 
enced by a number of survivors is that which proposes to pay to a 
disabled child a survivor annuity even though the child is past age 
18. At the present time, an annuity toac hild, whether or not ¢ apable 
of self-support, ceases at age 18. This, in turn, results in a cessation 
of the annuity to the child’s mother. 

Our attention has been called to cases, fortunately not too many, 
in which a child, incapable of self-support at age 18 because of dis- 
ability, had its annuity, and that of its mother, terminated upon reach- 
ing that age. We do not believe that a depe dent child of a deceased 
railroad worker should be so treated, particularly when the cost of 
the needed correction proposed in this bill is r: ather negligible. 

We propose, therefore, to provide a surv ivor’s annuity for a disabled 
child, regardless of age, provided the disability began before age 18. 
In such cases, the child survivor’s annuity would continue to be paid 
after age 18, or will begin after that age if the child is over 18 at the 
time of its father’s death. 
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In either case, the child’s mother, having such child in her care, 
would also be entitled to a mother’s annuity for as long as the child 
continues to be disabled. 

Upon recovery from disability by a child over 18, its annuity, and 
the annuity of its mother, will terminate at the same time. 

The remaining amendments proposed in the bill involve little or no 
added cost. One of these would change the provision in the present 
law which provides that a disability annuity ceases if the annuitant 
earns more than $75 in each of 6 consecutive calendar months. 

This provision has proved to be very difficult to administer and the 
bill proposes to substitute for it a limitation applicable to each month 
on the amount of earnings that may be received without causing the 
annuity for that month to be withheld. Under this proposed clause, 
if a disabled annuitant is paid more than $100 in any month in employ- 
ment for hire or in self-employment, his annuity would not be paid 
for such month. The Railroad Retirement Board has estimated that 
the substitution of this work clause for the present provision wou!d 
not add any cost tothe system. I shall discuss this later in connection 
with my discussion of the cost of the other amendments proposed by 
the bill. 

One proposal in the bill will prevent the loss by an eligible widow 
of her survivor’s annuity when she is entitled to a retirement annuity 
in her own right based on her own employment in the railroad in- 
dustry. U nder the law now in effect, the widow’s survivor annuity is 
reduced by the amount of her own retirement annuity. The bill pro- 
poses to remedy the situation by striking out the limitation on the 
right to receive a survivor annuity in addition to a retirement annuity 
by a widow, a dependent widower, or a dependent parent. 

There are two other amendments proposed in the bill which I would 
like to touch on in general terms at this time. One of these would 
change the method of computing the monthly compensation of a rail- 
road employee. As you know, the amount of an employee’s annuity 
is determined by multiplying specified percentages of his average 
monthly compensation by his years of railroad service. 

Obviously, the higher his average monthly compensation the larger 
his annuity. Under the law now in effect, the average monthly com- 
pensation ‘of an employee is determined by including his earnings 
after retirement age. Experience has shown that in some cases an 
employee’s earning capacity after retirement age is less than before 
that age. This was recognized by Congress when the first Railroad 
Retirement Act was enacted in 1937. 

That act provided, in substance, that the earnings after age 65 
shall be included in computing the monthly compensation only if such 
inclusion would not result in diminishing the annuity. 

This provision was later changed to exclude in all cases the earn- 
ings of the employee after the end of the calendar year in which 
he attained age 65. In 1951, however, it was changed again so that 
at the present time all the earnings ‘after age 65 are ‘included in 
computing the monthly compensation. 

In many cases, this results in reducing the average which, in turn, 
reduces the amount of annuity. What the bill would do, therefore, 
would be to exclude for purposes of computing the average monthly 
compensation the months of service and compensation after the year 
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in which age 65 is attained, but only if the result of the exclusion 
would be to increase the annuity. 

I should point out that the exclusion of the years of service for 
the purpose of computing the average monthly compensation would 
not deprive the employee of his right to count these years of service 
for the purpose of eligibility, or for the purpose of determining the 
amount of his annuity, subject, of course, to the limitation “that 
no more than 30 years may be included in the total years of service. 

Another amendment concerns delegates to national or international 
conventions of railway labor organizations. Briefly, the bill would 
exclude service as delegates from the benefit and taxing provisions of 
both the Railroad Retirement and Railroad Unemployment Insurance 
Acts if such delegates’ service is their only creditable service under 
the acts. 

Thus far I have discussed only the amendments proposed for the 
Railroad Retirement Act. The next amendment I shall discuss affects 
the Railroad Retirement Act, the Railroad Retirement Tax Act, and 
the Railroad Unemployment Insurance Act. 

At the present time, the maximum creditable compensation for 
benefit purposes under the Railroad Retirement Act, as well as under 
the Railroad Unemployment Insurance Act, is $300 a month. An in- 
dividual may earn $500 or $600 a month, but he receives credit for 
only $300. 

Accordingly, under the provisions of the Railroad Retirement Tax 
Act, the same individual and his employer are taxed only up to $300 
a month. Similarly, under the contribution provisions of the Rail- 
road Unemployment Insurance Act, the employer is taxed only on the 
first $300 of the employee’s earnings in any month. 

The proposal in the bill for the Railroad Retirement Act is to 
increase the maximum creditable compensation from the present $300 
a month to $350 a month. Accordingly, a similar amendment is pro- 
posed for the taxing provisions of the Railroad Retirement Tax Act. 

Under this amendment, the present tax rate, which would remain 
unchanged, would apply to as much as $350 a month instead of $300 
as at present. Because of the increase in w age rates since the $300 
limit was fixed in 1937, the new limit would still result in covering a 
substantially smaller proportion of the total payroll than was origi- 
nally covered. 

This provision is in consonance with the President’s recommendation 
to the Congress in his economic report that the annual maximum tax- 
able and benefit wage base under the Federal old-age and survivors 
insurance system be raised from $3,600 to $4,200. See House Docu- 
ment No. 289, 83d C ongress, page 100. 

I now wish to present the estimates we have secured as to the effect 
of the proposed changes on the financing of the railroad retirement 
system. From time to time, during the course of our study of the 
various proposals which were under consideration, we asked the re- 
search and actuarial experts of the Retirement Board for such esti- 
mates. Upon completion of the draft of the bill, which is now known 
as H. R. 7840, we asked them for a statement which would fully cover 
the financial effects of the combination of changes in the Railroad 
Retirement Act as proposed by the bill. 

In furnishing this information to us, the Director of Research of 
the Board stated that the estimates presented should not be considered 
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to be final as he had not had time to make a thorough study. However, 
he expressed the opinion that no material changes will be made in 
such estimates as a result of a detailed study. We agree with his view 
about this. 

I may add that a more detailed study has confirmed the figures 
which were furnished to us. 

It should be noted that the Board’s research and actuarial staff 
has the necessary statistical and other basic material, and the profes- 
sional competence to make reliable estimates. We know of no better 
source of information. 

The Railroad Retirement Act provides that at intervals of 3 years 
an actuarial valuation be made of the status of the railroad retirement 
account. An Actuarial Advisory Committee, composed of persons 
not connected with the Board, examines the actuarial reports and esti- 
mates made by the Board’s own experts. The last such report was 
for the fifth valuation, and it was published in April 1953. 

This report showed the estimated level cost of the benefit provisions 
of the retirement system, as they now exist, to be 13.41 percent of the 
taxable payroll. A level cost system contemplates a stable tax rate 
sufficient to guarantee the payment of the benefit system indefinitely 
in the future. 

The current tax rate is 12.5 percent, 6.25 percent being paid by the 
employees and 6.25 percent being paid by the employers, in each case 
one not more than $300 of each month’s wages. The difference be- 
tween 13.41 and 12.5 is 0.91. This figure is the deficiency between the 
estimated level cost and the actual tax rate in effect. 

We do not consider this to be a dangerous deficiency. We have 
stated over a period of years, and the Congress has, I think, agreed 
on several occasions, that a difference one way or the other of 1 per- 
cent is no cause for alarm, although in accordance with the level cost 
system of financing the two figures, over an extended period of time, 
should be in balance. 

The estimates of the effect of all the changes proposed by H. R. 7840 
have the effect of reducing the estimated level cost figure of 13.41 per- 
cent to 13.29 percent. Instead of an excess of 0.91 percent of the level 
cost estimate over the current tax rate, we will have only 0.79 percent. 

The sheet which follows is a reproduction of the estimates furnished 
us by the Director of Research of the Retirement Board. It gives 
the details of estimated income and costs resulting from enactment 
of H. R. 7840. 

I think, Mr. Chairman, that, while that table of figures may seem 
complicated at first glance, careful reading of the note at the bottom 
of the page explains it and analyzes it substantially as I have in the 
preceding statement. 

It should be noted immediately that these figures are based upon 
adoption of the $350 ceiling in place of the $300 ceiling that is now 
in effect. Therefore, they are based upon a level-annual payroll 
of $5,450 million instead of $5 billion, which would otherwise be 
the case, as I understand it. 

It should be noted that the column that is headed “Annual dollar 
cost (in thousands)” is a level cost and not the current cost. That is 
the estimated cost averaged over a period of years in the indefinite 
future and not what is currently being paid. 
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The percentage figures, of course, correspond to the dollar cost that 


is indicated as compared to the estimated level annual payroll of 
$5,450 million. 


(The chart is as follows :) 


Annual cost and level rate required to support the Railroad Retirement Act as 
revised by proposed amendment (assumes level annual payroll of $5,450,000,000 
on basis of $350 monthly compensation ceiling ) 


Annual dollar 
Benefit provision cost (in Level cost 
thousands) 


1. Railroad retirement benefit under present act_- $670, 500 12. 303 
2. Change limit on creditable earnings from $300 to $350 a month. --. 31, 000 569 
A. Retirement benefits. _. 25, 000 459 
B. Survivor benefits (including residual lump sum 6, 000 110 
3. Reduce eligibility age for widows and parents from 65 to 60 23, 500 432 
4. Change in disability work clause provision to $100 per month (as accrued) ~ (1, 500) — (. 028) 


5. Survivor benefits continued to young widow and dependent disabled child 
past age 18_- 


750 014 
6. Disregarding compensation after age 65 if use of such compensation would 
reduce annuity 3 50 
7. Elimination of reduction in survivor benefits on account of railroad retire- 
ment benefit in own right_- 20 - 001 
8. Elimination of national delegate service where other railroad service is not 
creditable _- ; ‘ 10 
Net level rate_.... ; : ‘ 724, 330 13. 290 


Nortre,—Under the present Railroad Retirement Act benefits cost $670,500,000 per year and the estimated 
level tax rate is 13.41 percent. The proposed amendments would increase the ceiling on taxable payroll 
from $300 to $350 per month. This would add $450 million to the total] taxable payroll and $56 million to the 
taxes under the existing schedule. The change to the $350 ceiling would in itself add $31 million in benefits 


as shown initem 2. Deducting this from the $56 million additional taxes would leave a net revenue increase 
of $25 million. 


The overall effect of the entire amendment would be to increase the benefit costs to $724.3 million. This 
would be equivalent to a 13.29-percent tax rate on the covered payroll based on a $350 per month ceiling. 
Thus, the present provisions and the proposed amendments including the new ceiling on taxable payroll 
and the changes in benefits would cost 13.29 percent of payroll as compared with 13.41 percent, the cost of 
the present act based on the existing benefits and a $300 per month ceiling on taxable compensation 


Mr. Lyon. The Railroad Unemployment Insurance Act would also 
be amended by the bill to increase the creditable and taxable compen- 
sation under that act from the present maximum of $300 a month 


* 


to $350. 

It has been the uniform policy of Congress from the beginning to 
use the same base of creditable and taxable earnings for the Unem- 
ployment Insurance Act as that specified in the Retirement Act. Not 
only does that policy have great advantages in simplifying adminis- 
tration, but logically there is no reason to have a different base for 
one than for the other. 

The crediting of the additional compensation is provided for in the 
bill by amending the Unemployment Insurance Act by adding an addi- 
tional bracket of earnings in a base year. That is, the bill would pro- 
vide for a daily benefit rate of $8 if the earnings in the base year are 
$4,000 and over. The present maximum of $7.50 a day would apply 
to earnings in a base year of $3,500 to $3,999.99. 

In addition, this amendment would provide that if the daily benefit 

rate is less than 50 percent of the last daily wage rate in railroad em- 
ployment, the benefit rate would be inc reased to such 50 percent of 
the wage rate, but not to exceed $8. 

Our recommendation that the daily benefit rate be set at not less than 
50 percent of the last daily wage rate in railroad employment, but 

45159—54 3 
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not to exceed $8, is consistent with the recent recommendation regard- 
ing Federal-State unemployment insurance systems made by the 
President in his Economic Report transmitted to the Congress. See 
House Document 289, 83d Congress, pages 97 and 98. 

At this point, Mr. Chairman, I would like to invite the attention 
of the committee to the fact that the Honorable James P. Mitchell, 
Secretary of Labor, has written to the governors of the States, and 
that the Assisant Secretary of Labor, Mr. Siciliano, has written the 
State employment security administrators, asking that they take im- 
mediate steps to implement the President’s recommendations in res- 
pect to unemployment insurance. 

I would like to offer, for the record, a copy of the press release, 
dated February 19, 1954, from the United States Department of 
Labor, to which is attached the text of the two letters mentioned. 

The Cuarmman. If there is no objection, they will be made a part 
of the record at this point. 

(The Labor news release and letters are as follows :) 


SECRETARY MITCHELL Writes GOVERNORS ON UNEMPLOYMENT INSURANCE 


Secretary of Labor James P. Mitchell has written letters to 48 State and 3 
Territorial governors and the President of the District of Columbia Board of 
Commissioners urging them to strengthen the effectiveness of their unemploy- 
ment insurance system. 

The Secretary’s letter called attention to President Eisenhower’s state of the 
Union and economic report suggestions on this subject. The Secretary urged 
States to provide 26 weeks of benefit payments uniformly, and called attention 
to a recent report by the Federal Advisory Council on Employment Security 
recommending that in each State the maximum weekly benefit amount should 
be equal to at least 60 to 67 percent of the State’s average weekly wage. 

“The strength of this program is of great interest and concern to the Federal 
as well as to the State Governments,” Security Mitchell said in his communica- 
tion to the governors. “It is one of the more important measures—along with 
credit and debt management, tax and lending measures, foreign trade, farm 
and public-works plans—which the President referred to in discussing the 
Nation’s economic growth and stability. Unlike some of those mentioned, this 
program is one where vigorous and farseeing State action can do much, directly 
and immediately, to promote the Nation’s economic health. I should like to lend 
my efforts to help achieve close collaboration between the Federal Government, 
and States, and the Territories, in this cooperative effort.” 

Assistant Secretary of Labor Rocco C. Siciliano at the same time sent letters 
to State employment security administrators, outlining Federal measures which 
are being proposed to Congress to strengthen the program, and urging the States 
to reexamine their laws with regard to benefits and duration of payments, and 
also to give renewed attention to extending coverage to State and local govern- 
ment employees. Fewer than 120,000 of the State and local government em- 
ployees are now protected by unemployment insurance. 

Texts of the Mitchell and Siciliano letters are attached. 


Copy or LETTER ADDRESSED TO ALL STATE GOVERNORS FROM SECRETARY MITCHELL 
Datep Fresruary 16, 1954 


I am writing you at the suggestion of President Eisenhower regarding improve- 
ment in and expansion of the unemployment insurance program. Since this is a 
jointly operated Federal-State program, we want to work with you so that we can 
fulfill our respective responsibilities. 

There are several areas in which we believe the unemployment insurance pro- 
gram needs to be strengthened in order to realize its full potentialities in providing 
protection against unemployment. These are the extension of the system to 
additional workers, improvement in benefits, protection of State funds against 
insolvency, and more adequate financing of administration. 

The President has recommended action to Congress to improve the program 
in some areas and in suggesting action by the States in several other areas. 


cite 
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Specifically, the President has recommended to the Congress changes in the 
Federal Unemployment Tax Act which should result in the States’ extending 
protection to some 4 million additional workers. These include, primarily, 
employees in firms with one or more workers at any time. In addition, the 
President has recommended unemployment insurance protection for the 24% 
million civilian employees of the Federal Government. I hope that you will call 
the attention of your legislature to the desirability of similar action to extend 
the protection afforded by your own program to State and local government 
employees. 

The President is also recommending to the Congress amendment of the Federal 
law so that the States can give new and newly covered employers the advantage 
of experience rating after 1 or more years of coverage under the program, instead 
of after the 3 or more years now required. In addition, he is making certain 
proposals to the Congress which will safeguard State unemployment funds against 
insolvency and will permit more adequate financing of employment security 
administration. 

The President has also directed attention to the fact that the present statutory 
benefit maximums under State laws have resulted in too high a proportion of 
claimants getting less than 50 percent of their weekly wages. Only by raising 
these maximums in line with the rise in wages and living standards can the 
program serve its purpose of providing sufficient purchasing power to aid in 
assuring an adequate benefit to the worker for loss of earnings and to effectively 
help in curbing economic decline. His report describes, as a desirable goal of 
the program, that maximum weekly benefits be raised “* * * so that the payments 
to the great majority of the beneficiaries may equal at least half their regular 
earnings.” 

In his Economic Report the President has also called attention to the importance 
of assuring longer periods of unemployment insurance protection. This is needed, 
since when unemployment increases in volume, it also increases in duration for the 
individual. The President has urged that all States provide 26 weeks of benefits 
uniformly to all eligible claimants, in order to assure that even in a minor business 
downturn most workers would remain protected by the program until they could 
find other jobs. 

At its most recent meeting in January the Federal Advisory Council on Employ- 
ment Security took action supporting the President’s recommendations on improv- 
ing weekly benefits. The Council recommended that in each State, the maximum 
weekly benefit amount should be equal to at least 60 to 67 percent of the State's 
average weekly wage. 

Recognizing that these are matters for State rather than Federal action, I sug- 
gest that you evaluate the protection afforded by the provisions of your State law 
as compared with the goals mentioned above. At the same time, of course, you 
will wish to make sure that qualifying requirements are such as to assure that 
only workers in fact attached to the labor force are entitled to benefits. 

The strength of this program is of great interest and concern to the Federal 
as well as to the State governments. It is one of the more important measures— 
along with credit and debt management, tax and lending measures, foreign 
trade, farm and public works plans—which the President referred to in dis- 
cussing the Nation’s economic growth and stability. Unlike some of those men- 
tioned, this program is one where vigorous and farseeing State action can do 
much, directly and immediately, to promote the Nation’s economic health. I 
should like to lend my efforts to help achieve close collaboration between the 
Federal Government and the States in this cooperative effort. 

The Bureau of Employment Security of the Department is furnishing materia!s 
to the head of your employment security agency which should be useful in evalu- 
ating the adequacy of the benefits provided under your unemployment insurance 
law. I shall also be pleased to keep you informed from time to time on the prog- 
ress of those measures which the President is proposing for congressional action 
and other developments pertaining to the employment security program. 

Yours very truly, 
JAMES P. MITCHELL, Secretary of Labor. 


Copy or LETTER ADDRESSED TO ALL STATE EMPLOYMENT SECURITY ADMINISTRATORS 
From AssIsTANT SECRETARY SICILIANO, DATED Fresruary 16, 1954 


I am enclosing, for your information, a copy of a letter which Secretary Mitchell 
has sent to your Governor regarding the unemployment insurance program. As 
the Secretary’s letter points out, the President has emphasized the importance 
of strengthening the effectiveness of this program, as one of a series of measures 
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to strengthen our economic growth and stability. Unemployment insurance can 
play an equally effective role as a counter-recessionary device in the administra- 
tion’s program of economic preparedness. 

The President is requesting that the Congress take steps to extend the pro- 
tection of the program to some 6% million additional workers. This includes 
amendment of the Federal Unemployment Tax Act to cover employers of 1 or 
more workers at any time (3.4 million workers) and Federal civilian employees 
(2.5 million workers). It also includes amendment of the definition of ‘em- 
ployee” to conform with the so-called A-B-C test language found in many State 
laws (0.5 million workers) and amendment of the definition of “agriculture” to 
conform with the language of the OASI provision (0.2 million workers). The 
changed definition of “employee” would provide protection to many groups of 
workers, such as bread and laundry and meat drivers, and other commission 
salesmen who are regarded as independent contractors under existing Federal 
law, though covered under many State laws. The proposed change In the defini- 
tion of “agriculture” would bring into the program agricultural processing 
workers who are actually engaged in commercial and industrial activities, but 
are classed as agricultural workers under existing Federal law. He is also 
recommending a change in the experience-rating provisions of the Federal act, 
designed to permit States to reduce from 3 to 1 year the period of experience 
needed to enable an employer to qualify for rate reduction. 

Other desirable measures fall within the province of State action. Thus, 
we are urging that all States reexamine the benefit provisions of their laws. By 
bringing the level of weekly benefits up to the point recommended in the Presi- 
dent’s Economic Report, where “payments to the great majority of beneficiaries 
may equal at least half their regular earnings” and by providing all eligible 
workers with 26 weeks of benefits, the effectiveness of the program in relieving 
unemployment distress and as a counter-recessionary device will be greatly 
strengthened. As also pointed out in the letter to your Governor a recent recom- 
mendation of the Federal Advisory Council, in line with the President’s Economic 
Report, suggests as a ceiling on weekly benefits that weekly maximums be equal 
to 60 to 67 percent of the State’s average weekly wage. We are also suggesting 
that renewed attention be given to extending the program’s protection to State 
and local government workers. Fewer than 120,000 of such employees now have 
unemployment insurance protection. 

The Director of the Bureau of Employment Security is sending you materials 
which may be of assistance in evaluating the provisions in your State law for 
weekly benefit amounts and the period of protection. Excerpts from the 
President’s Economic Report have already been sent to you. Additional ma- 
terials will be sent to you as they become available. Please feel free to call upon 
the Bureau if you desire further assistance. 

I should like to take this opportunity to reemphasize what the Secretary has 
said regarding Federal-State cooperation in this area. I too feel very strongly 
that the basic strength and adaptability of the Federal-State system, which has 
been responsible for the past accomplishments of this program, can enable it to 
meet the present challenge. 

Sincerely yours, 
Rocco ©. SIcILIANO, 
Assistant Secretary of Labor. 


Mr. Lyon. The letter states at the outset that he is writing to them 
at the suggestion of President Eisenhower. I would like to read, if 
I may, two paragraphs from the letter of the Secretary of Labor to 
the governors that bear upon the point I have been discussing. 

One paragraph states as follows: 


The President has also directed attention to the fact that the present statu- 
tory benefit maximums under State laws have resulted in too high a proportion 
of claimants getting less than 50 percent of their weekly wages. Only by rais- 
ing these maximums in line with the rise in wages and living standards can 
the program serve its purpose of providing sufficient purchasing power to aid 
in assuring an adequate benefit to the worker for loss of earnings and to effec- 
tively help in curbing economic decline. His report describes, as a desirable 
goal of the program, that maximum weekly benefits be raised “* * * so that 
the payments to the great majority of the beneficiaries may equal at least half 
their regular earnings.” 
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I would like to read one other paragraph, as follows: 


At its most recent meeting in January the Federal Advisory Council on Em- 
ployment Security took action supporting the President’s recommendations on 
improving weekly benefits. The council recommended that in each State, the 
maximum weekly benefit amount should be equal to at least 60 to 67 percent 
of the State’s average weekly wage. 

It is evident that not only has the President made recommenda- 
tions for liberalizing unemployment benefits in his state of the Union 
message, and in his economic report, but that he considers these rec- 
ommendations to be an important part of his program, and that 
follow-up steps are being taken. 

I want to point out that the Congress of the United States, rather 
than the State governments, can salen necessary action in the field of 
railroad unemployment insurance to carry out the President’s rec- 
ommendations. 

The current contibution rate paid by employers to the railroad 
st singe insurance account is one-half of 1 percent and, as 
previously stated, on a maximum of $300 per month in wages paid 
to an employee. Section 8 of the Railroad heuploveniat Insurance 
Act provides for what we call a sliding scale of contributions. As long 
as the balance to the credit of the unemployment insurance account 
is $450 million or more, the contribution rate of one-half of 1 percent 
is effective. Should that balance fall to less than $450 million the 
rate automatically increases to 1 percent for the next succeeding 
calendar year. Should that balance fall to less than $250 million the 
contribution rate would automatically go to 3 percent, the rate which 

yas in effect from the establishment of the system until 1948. There 
are intervening steps in the sliding scale, as outlined in section 8, 
which I have not mentioned. 

H. R. 7840 does not propose to change the rate of contributions or 
the so-called sliding scale that I have described. The rate of con- 
tribution would apply, however, as previously stated, to a maximum 
of $350 of monthly compensation instead of to $300. The added cost 
to employers, considered over an extended period of time, is modified 
by the fact that as they currently pay more the length of time will 
be extended during which the low contribution rate of one-half of 1 
percent will continue. In other words, increased contributions now 
will maintain the balance in the fund at $450 million or more for a 
longer time. 

We stated to the Senate committee, when this same presentation was 
made there a short time ago, that the proposed changes in benefits, in 
our opinion, would increase costs to the unemployment insurance ac- 
count by about 12 percent. We have since been informed that the re- 
search staff of the Retirement Board, on a basis of a sample study, esti- 
mate these costs at about 16 percent. On the basis of the latter figure, 
the more liberal benefits will cost about $15.5 million per year, as total 
payments for the last fiscal year were approximately $97 million. 

We do not consider that the added costs should prevent adoption of 
the proposed changes. The railroad company ph mi have enjoyed 
a favorable contribution rate of one-half of 1 percent for more than 6 
years, and there should be no valid objection to some additional costs in 
order to provide a more adequate benefit structure and to be consistent 
with the recommendations of the President. 
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Thus far, I have attempted to describe in general terms the several 
provisions of the bill. For the benefit of the record of this hearing I 
now wish to deal with the bill in more detail, showing specifically what 

each section of the bill proposes to do. 

The CHamman. Before you proceed, Mr. Lyon, I would like to 
ascertain the will of the committee. The House convenes at 11 o’clock. 
It is now a few minutes before that hour. 

Would it be the desire of the committee to proceed with this hearing 
until the health bill, which comes before the House, from this commit- 
tee is called, or do you prefer to stop at this appropriate place and have 
the hearings taken’ up tomorrow morning where we leave off ? 

Mr. Harris. Mr. Chairman, do you have, from the le sadership, any 
idea as to how long before the hospital construction bill will be called? 

The Cuamman. I have no definite information. I do have a very 
insistent demand on the part of the House Administration that we 
complete the genera] | debate and action on the bill as soon as we can to 
the end that there my be an early &djournment to enable the majority 
to hold a meeting of its membership with reference to the excise bill 
which comes before the House tomorrow. 

Mr. Hate. There is nothing before the House Hospital Construc- 
tion Act. 

Mr. Harris. It is the only piece of legislation. 

Mr. Doxitver. I move that we defer further hearing on this bill 
until tomorrow morning at 10 o’clock. 

Mr. Priest. I second the motion. 

The Cuatrman. The motion is made and seconded that we adjourn 
until 10 o’clock tomorrow morning at which time we will proceed with 
the testimony of Mr. Lyon. Since there are no objections, it is so 
ordered. 

We have with us today members of the Railroad Retirement Board. 
I understand that it would not be possible for them to be present to- 
morrow in view of the fact that they will appear before the Appropria- 
tions Committee. 

We will inquire if the representatives of the Board can appear here 
Friday. We have already set forth a program for Friday, ehich if it 
is carried out will not take a very long time, and it may be that we will 
not even proceed with that on Friday, but proceed with this. I wish to 
know what the engagements of the Board members are. 

Mr. Keuty. Frid: ay, we have a tentative hearing set before the Sen- 
ate Appropriations Committee, which I understand will take but a 
short time. I was just advised of that fact. 

The CuammMan. Suppose you keep the chairman of this committee 
advised with respect to that, and during the day or tomorrow we shall 
be able to reach a final decision as to the appearance. 

I would like to take this oppor tunity of introducing to the commit- 
tee Mr. Raymond J. Kelly, Chairman of the Railroad Retirement 
Board. I think that this is ce first appearance of Mr. Kelly before our 
committee since his recent appointment. Mr. Kelly, we are glad to 
have you here. 

The committee is adjourned. 

(Thereupon at 11 a. m., Tuesday, March 9, 1954, the committee re- 
cessed to reconvene at 10 a. m., Wednesday, March 10, 1954.) 





AMENDING RAILROAD RETIREMENT ACT, RAILROAD 
RETIREMENT TAX ACT, AND RAILROAD UNEMPLOY- 
MENT INSURANCE ACT 


WEDNESDAY, MARCH 10, 1954 


Hovsr or RepreEseNTATIVES, 
Com™MiTTEE ON INTERSTATE AND ForeIGN COMMERCE, 
Washington, D.C. 

The committee met at 10:10 a. m., pursuant to recess, in room 1334 
of the House Office Building, Hon. Charles A. Wolverton (chairman) 
presiding. 

The Cuatrman. The committee will come to order. 

Now, Mr. Lyon, you may proceed. I believe you were about to take 
up the individual sections of the bill. 


STATEMENT OF A. E. LYON, EXECUTIVE SECRETARY OF THE RAIL- 
WAY LABOR EXECUTIVES’ ASSOCIATION, WASHINGTON, D. C.— 
Resumed 


Mr. Lion. Yes. When we recessed yesterday, I had completed a 
general statement about H. R. 7840, and I indicated that the remainder 
of my prepared statement would deal with the bill in more detail, 
pointing out what each section of the bill would do. 

Now that covers the same general ground that I have already cov- 
ered, Mr. Chairman, and I would suggest in the interest of conserving 
time that the remainder of the statement be included in the record with- 
out the necessity of my reading it because it does duplicate what we 
have already said. If that is satisfac tory, I will not read the remainder 
of the statement but ask it to be included in the record. 

The Cuatrman. You have that privilege. 

(The statement is as follows :) 


SECTION 1 


At the present time delegates to railway labor organization conventions are 
covered by the Retirement Taxing and Unemployment Insurance Acts while 
attending the conventions. Many of these delegates, including those from Canada 
and those representing lodges or other units in outside industries, have no other 
service creditable under the Railroad Retirement Act. Delegate’s service occurs 
only once in several years and for not more than a month or so at a time. Con- 
sequently, it is certain that the months of delegate’s service accumulated by any 
one person during his lifetime will be far less than the 120 months required for 
eligibility under the Railroad Retirement Act. It is almost equally certain that 
in the large majority of cases such delegate’s service will be insufficient to total 
the required quarters of coverage for eligibility under the Social Security Act. 

Under these circumstances, all the standard railway labor organizations are 
in agreement that delegates’ service should be excluded from the benefit and tax- 
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ing provisions of the Railroad Retirement Act and the Railroad Retirement Tax 
Act and the Railroad Unemployment Insurance Act if the individual has no other 
covered-service. For the Railroad Retirement Act this would be achieved by 
section 1 of the bill which amends section 1 (h) of that act by adding a sentence 
at the end thereof. 

This amendment is made effective no earlier than April 1, 1954; otherwise, it 
would be necessary to make small refunds of taxes heretofore paid by such dele- 
gates. To provide for refunds for the earlier periods would not be practicable 
because the administrative cost to the Board and to the labor organizations would 
be considerably more than the refunds. On the other hand, the date of April 1, 
1954, would be effective for the conventions which some of the railway labor 
organizations plan to have this year, some as early as May. 


SECTION 2 


The fourth sentence of the last paragraph of section 2 (a) of the Railroad 
Retirement Act provides for presumptive recovery from a disability. Under 
this provision, an individual is considered to have recovered from a disability if 
he earned more than $75 in service for hire, or in self-employment, in each of 6 
consecutive calendar months. The purpose of this provision has been misunder- 
stood and in some cases, I regret to say, has been abused. In some instances 
the disabled individual has made arrangements to earn at least as much, if not 
more, than he did before he retired on disability and managed to continue to re- 
receive the disability annuity. In any event, this provision has proved very diffi- 
cult to administer, and the Board and all the standard railway labor organiza- 
tions are in agreement that this provision should be stricken and a new 
provision in lieu thereof should be adopted. Therefore, section 2 of the bill pro- 
vides for striking the fourth sentence of the last paragraph of section 2 (a) 
which contains this provision. 


Secrion 3 


The substitution for the provision stricken out by section 2 of this bill is pro- 
vided for by section 3 of this bill. This section would add a paragraph to the 
present section 2 (d) of the Railroad Retirement Act; and this new paragraph 
provides the substitution in the form of a so-called month-to-month work clause. 
Under this clause, if a disabled annuitant is paid more than $100 in any month 
in employment for hire, or in self-employment, his annuity would not be paid 
for such month. The following illustrates how this work clause would operate: 

If the disability annuitant receives more than $100 in a particular month, 
whether from employment for hire or from self-employment, he will be presumed 
to have earned that amount in only that 1 month unless there is evidence that 
definite or ascertainable parts of the total sum received represent earnings 
accrued in earlier months. If any such part for any such month is in excess of 
$100, the annuity would not be payable for such month either. On the other 
hand, if upon such breakdown of the total the specific parts accrued in earlier 
months result in no month having accrued in it more than $100, no reduction 
would be made for any month. 

The provision, as to disability cases, for loss of an additional amount equal 
to the amount of the annuity for any month with respect to which no report was 
made to the Board as required, is patterned after a similar provision in the Social 
Security Act, and is intended to have the same effect. If the disability annuitant 
earned and was paid more than $100 in each month between April and October, 
inclusive, he will have received annuities for 7 months to which he was not en- 
titled. Assuming the annuity was $100 a month, the Board would require him 
to repay the $700 overpayment either by deductions from later benefits, or other- 
wise, and in addition would make a deduction of a month’s annuity from any 
later annuities due him if he fails to report these earnings before accepting his 
annuity check dated July 1 (which would be for June, the second month fol- 
lowing April), and even though he does not make a report of his earnings or work 
until December or at all. Limiting the penalty for failure to report to 1 month’s 
annuity would apply here only because this would be a first failure to report. Tf, 
however, this same person should return to work (in employment or self-employ- 
ment paying in excess of $100 a month) for, say, the same 7 months of the next 
year, he will have again been overpaid $700 in annuities as he was the year be- 
fore, and if he should again fail to report these earnings at all, the Board would 
not only have to recover the overpayment of annuities but would have to make a 
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deduction from the annuities later due the employee in an amount equal to the 
total of annuities for the 7 months as to which he had failed to make a report. 

Individuals whose annuities have been terminated under the present law be- 
cause of earnings in excess of $75 per month for 6 consecutive months, will have 
their annuities restored, if they are still actually disabled, effective on the first 
day of the first month after enactment of the bill, but subject thereafter to the 
new work clause. 


SECTIONS 4, 5, AND THE First AMENDMENT MADE BY SECTION 6 


I stated earlier in my general statement the present maximum monthly com- 
pensation of $300 would be changed by the bill to $350 for all 3 acts. For the 
Railroad Retirement Act this change would be achieved by sections 4, 5, and 
by the first amendment made by section 6 of the bill. Under section 4 the per- 
centages of the monthly compensation to be multiplied by the years of service 
would remain the same but the maximum monthly compensation to be used 
would be $350 instead of $300 as at present. 

In order to conform to this change, section 5 of the bill makes an appropriate 
change in section 3 (b) (1) of the Railroad Retirement Act. 

Finally, the first amendment made by section 6 of the bill provides that in 
determining the average monthly compensation for the purpose of the Railroad 
Retirement Act, as provided in section 3 (c) of that act, the present maximum 
of $300 a month should be used for any period before July 1, 1954, but that 
the new maximum of $350 should be used for all periods after June 30, 1954. 


Tue SeconD AMENDMENT MADE BY SECTION 6 


In addition to the amendment made to section 8 (c) of the act, as I stated 
a moment ago for the purpose of changing the maximum of creditable com- 
pensation, section 6 of the bill would add a sentence at the end of section 3 (c). 
At the present time, an individual’s average monthly compensation is deter- 
mined by including his earnings after the year in which he attains age 65. 

The second amendment made by section 6 of the bill provides for the exclu- 
sion of earnings and service acquired after the calendar year in which age 65 
was attained but only if such exclusion would result in a larger average of 
monthly compensation. Service after the year in which age 65 is attained 
would still be included in the years of service used in computing the annuity 
but not in determining the average monthly compensation. 


SEcTION 7 


As I indicated earlier in my general statement, the bill provides for the pay- 
ment of survivor annuities to a widow, dependent widower, and dependent 
parent at age 60 rather than age 65, and provides also for the payment of a 
child’s annuity after age 18 if the child is disabled. At the present time, most 
survivor benefits are higher under the Social Security Act than under the Rail- 
road Retirement Act. For this reason, the Railroad Retirement Act contains 
what we refer to as an overall social-security minimum. Under this minimum, 
any survivor annuity which is lower than a social-security benefit under the 
same circumstances, is raised to the higher amount. The Social Security Act, 
however, has no provision for the payment of survivor annuities before age 65 
or for the payment of a child’s annuity after age 18. 

In order to provide a social-security minimum applicable to such cases, the 
amendment made by section 7 of the bill provides that for the purpose of the 
overall social-security minimum the annuity of the child after age 18 and 
the annunity to its mother shall be computed as though such child were still 
under age 18. And in order to permit the payment to a widow, dependent 
widower, or dependent parent of a survivor annuity at age 60 with the 
advantages of the overall social-security minimum, the amendment made by 
section 7 of the bill would have these annuities computed in the same manner 
as though the beneficiary’s age were 65. 


Section 8 


fection 5 (a) of the Railroad Retirement Act now provides for the payment 
of annuities to widows and widowers at age 65. Section 5 (d) of the act now 
provides for the payment of annuities to dependent parents at age 65. And 
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section 5 (f) (2) of the act now provides for the payment of a residual lump sum 
to a widow, widower and parent in certain cases upon their election before age 
65 to receive such lump sum in lieu of the survivor annuities they could 
receive beginning at that age. The amendment made by section 8 of the bill 
would reduce the eligibility age from 65 to 60 for widows, dependent widowers 
and parents by amending for this purpose section 5 (a) and 5 (d) of the act. 


Section 9 


Section 9 of the bill amends the provisions relating to the payment of re- 
sidual lump-sum death benefits to conform to the other amendments reducing 
the eligibility age for survivor benefits and crediting compensation up to $350. 


Section 10 


The last sentence of Section 5 (g) (2) of the Railroad Retirement Act con- 
tains a limitation upon the right of a widow, dependent widower, or dependent 
parent to receive a survivor annuity under the Railroad Retirement Act in 
addition to a retirement annuity under that act. Section 10 of the bill strikes 
out that sentence. Upon its enactment, instead of reducing the survivor annuity 
by the amount of the retirement annuity as is required by the present law, the 
individual would receive both without reduction. 


Section 11 


Section 5 (i) of the Railroad Retirement Act requires school attendance by 
children over age 16 and under age 18 as a condition to receiving survivors bene- 
fits. We have never believed it sound to use a survivor-benefit provision to 
police school attendance, but originally accepted this provision to parallel the 
Social Security Act. The corresponding provision has now been eliminated from 
the Social Security Act and hence the only reason for its inclusion in the Re- 
tirement Act has disappeared. Section 11 of the bill eliminates it. 


Section 12 


Section 5 (1) (1) (ii) of the Railroad Retirement Act provides the conditions 
under which an annuity may be paid to a child. One of these conditions is 
that the child must be less than 18 years of age. Section 12 of the bill would 
amend this section of the act to provide a survivor annuity to a child over 
age 18 if it is incapable of self-support because of a permanent disability. 
Under this provision a child under age 18 would receive the child’s benefit 
regardless of disability ; that is, no proof of disability would be required before 
age 18, assuming, of course, that the child is otherwise entitled to the survivor 
annuity. After age 18, however, proof of disability would be required. As a 
condition of eligibility for this disability annuity, the amendment would re- 
quire the disability to have begun before age 18, although the annuity itself 
could begin later. This disability annuity for the child would continue for as 
long as the Board finds that his disability continued. 


Sections 201 To 204 


The change in the maximum compensation from $300 to $350 a month for the 
purposes of the Railroad Retirement Act is paralleled by the amendments made 
by sections 201, 202, 203, and 204 of the bill to sections 1500, 1501, 1510, and 1520, 
respectively, of the Railroad Retirement Tax Act. 


SEcTION 205 


Section 1532 of the Railroad Retirement Tax Act would be amended by section 
205 of the bill so as to exclude from taxation the compensation for service as a 
delegate to a national or international convention of a railway labor organization 
employer of any person who has no other creditable service. 


Secrion 301 


Section 301 of the bill would amend subsection (zg) of section 1 of the Rail- 
road Unemployment Insurance Act with respect to delegates to national or inter- 
national conventions of railway labor organizations in the same way that the 
Retirement Act and Taxing Act are amended by sections already discussed. 
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Sections 302, 305, anp 306 


The change in the maximum compensation from $300 to $350 a month made for 
the purpose of the Railroad Retirement Act and the Railroad Retirement Tax 
Act is paralleled by the changes made in sections 302, 305, and 306 amending 
sections 1 (i), 8 (a), and 8 (b), respectively, of the Railroad Unemployment 
Insurance Act. 


Section 303 


Section 303 of the bill is a technical amendment to the Railroad Unemployment 
Insurance Act to correct an oversight in the amendments to that act made 
in 1952. 

SEcTION 304 


Section 304 would amend the Railroad Unemployment Insurance Act to add 
an additional bracket of wages in a base year. This would provide for a daily 
benefit rate of $8 if the earnings in the base year are $4,000 or over. The 
present maximum of $7.50 a day would apply to earnings in a base year of 
$3,500 to $3,999.99. In addition, this amendment would provide that if the 
daily benefit rate is less than 50 percent of the daily wage rate of the employee 
in the last occupation in which he had employment for an “employer” before 
the registration period as to which he claims benefits, the benefit rate would 
be increased to 50 percent of the wage rate, but not to exceed $8. This pro- 
vision would be effective with the benefit year beginning on July 1, 1954. 


Sections 401 To 407 


Sections 401 through 407 provide the effective dates of the various sections 
in the bill and need no further comment except that section 404 would provide 
for the reinstatement of disability annuities which have been terminated 
under the present law because of the annuitant’s having earned more than 
$75 a month in each of 6 consecutive calendar months if the individuals are in 
fact disabled. In order to prevent the applicability of the “last person” pro- 
vision in section 2 (d) to any employment by the person by whom the annui- 
tant was employed before the annuity was reinstated, this section provides 
that for this purpose the annuity shall not be considered to have ceased. 

Section 405 would make the provisions of section 6 of the bill (to permit 
exclusion of service after age 65 where its inclusion would reduce the average 
monthly compensation) retroactive to November 1, 1951, but would provide 
that award of any increase because of the amendment would be made only 
upon application. The Board estimates that there are probably no more than 
a few thousand cases in which there would be any increase for benefit by this 
retroactive action and that the increase would not be over $1, on the average. 
To find these few thousand cases, however, as many as 100,000 cases would 
have to be reviewed if it were provided that the recomputation be made without 
application. It appeared more appropriate, therefore, to require an application 
in each case. 

Section 406 of the bill would make the provisions of section 10 of the bill 
(to permit a widow, widower, or parent to receive a survivor annuity without 
reduction) effective as to annuities accruing, and annuities awarded, on and 
after the first day of the first calendar month after the month of enactment. 

Mr. Lyon. Before concluding what I have to say at this time to the 
committee, I want to make an additional brief comment. 

Since completing the preparation of this statement, in behalf of H. R. 
7840, we have had the opportunity of briefly reviewing the material 
which has been filed with the committee by the Railroad Retirement 
Board. 

We note that the Chairman of the Board, Colonel Kelly, has ex- 
pressed his approval of our objective with respect to increased unem- 
ployment benefits, but that he has expressed a number of objections to 
the particular methods we have proposed to accomplish such objec- 
tive. He has recommended, for the consideration of the committee, 
the railroad labor organizations, and the carriers, an alternative pro- 
posal which he believes will secure the same general results. 
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We would like very much to give this proposal careful study and 
advise the committee later of our conclusions about it. We have only 
seen it for 1 day, and we would like to very carefully study it. 

Now, Mr. Chairman, that concludes the statement at this time before 
the committee. But I would like to ask for the opportunity, before 
the record of this hearing is closed, to file with the committee supple- 
mental material and perhaps a rebuttal statement after we learn of the 
nature of the opposition to the bill. 

The Cuarrman. You will have that privilege. 

Are there any questions, gentlemen ? 

Mr. Dottiver. Mr. Lyon, I wish to compliment you upon this com- 
prehensive statement. ‘There are several questions that I would like to 
ask, and I will refer to the page of your statement to which my ques- 
tions allude. 

On page 13, you referred to the rate of contribution to the unem- 
ployment fund ; did you not? 

Mr. Lyon. Yes, sir. 

Mr. Dotitver. You are recommending an increase of contribution 
at the rate of one-half of 1 percent; is that correct? 

Mr. Lyon. That is correct. But that would apply only to the addi- 
tional $50 of the $350 base that we propose to be used. 

Mr. Dotiiver. Now, what is the present condition or the amount of 
money in an unemployment fund at the present time ? 

Mr. Lyon. It is approximately $700 million, and I think a little less 
than that. 

Mr. Dotirver. Has the fund been depleted in recent months, or re- 
cent years, or has it increased in size, in amount ? 

Mr. Lyon. Well, Mr. Dolliver, you perhaps recall that in 1948 Con- 
gress adopted a en made by the carriers and the unions jointly, 
to reduce the contribution rate from 3 percent, which existed prior to 
that time, to one-half of 1 percent and adopted a sliding scale of con- 
tributions dependent upon the amount in the account. 

Now, as long as the fund remains at more than $450 million the 
rate will continue to be one-half of 1 percent. Should it fall below 
$450 million, then there is an automatic increase in the contribution 
rate from one-half of 1 percent to 1 percent. I think by referring 
to section 8 of the Unemployment Insurance Act you will find that 
schedule set out in detail. 

Mr. Dottiver. Just to get back to your proposal now, your pro- 
posal is to apply this one-half of 1 percent to an additional amount 
of the salary that each employee receives. 

Mr. Lyon. Yes, we would make the base salary, for contribution 
purposes, $350 a month. 

Mr. Dotutver. Instead of $300 a month. 

Mr. Lyon. That is right. That will mean, in substance, that, while 
the railroad companies now pay $1.50 for the first $300 they pay an 
employee in 1 month to this unemployment insurance account, it 
would really mean they would pay $1.75 for $350, an increase of $.025 
in relation to a person that makes $350 or more in a month. 

Mr. Dotiiver. As I understand it, the reason you are asking for 
this increase from $1.50 to $1.75, as you put it, is because, on page 
12, you are increasing the benefits, the unemployment benefits, is that 
correct ? 
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Mr. Lyon. That is partially so. We believe that the same base 
figure should be used for railroad retirement purposes and for un- 
employment insurance purposes; and we propose to change it in both 
respects. We believe, under present conditions, that a $350 figure 
is reasonable in view of the changes that have taken place since the 
system was adopted. All costs have increased, and all relative values 
have changed. 

Mr. Dotiiver. What will be the change in the unemployment bene- 
fits that are proposed under this bill ¢ 

Mr. Lyon. Well, we would add an additional bracket which would 
affect the daily benefit rate. I can give you that in more detail in a 
moment. We would leave the schedule of daily benefit rates, as re- 
lated to total compensation in the base year, as it now is, except as to 
those employees who in their base year earn $4,000 or more; and 
we would increase the daily benefit rate for those people to $8 per day. 

Mr. Dottiver. From what figure ? 

Mr. Lyon. From $7.50 which is the maximum now. 

Then, in addition to that, we have the 50 percent proviso which 
would mean that in any case, if the daily benefit rate as provided for 
in this schedule is less than 50 percent of the daily rate that the em- 
ployee received when he last worked in railroad service, the daily 

rate would be increased to 50 percent of that daily wage. 

Mr. Doxtuiver. Have you, or your actuaries, or Statisticians made 
any study as to what this will cost; I mean what the increased bene- 
fits will cost and not the cost to the carriers for the additional tax? 

Mr. Lyon. I have covered that, Mr. Dolliver, as far as I can, on page 
13. Originally, we thought that this proposal would cost about 12 
percent in added benefits; but we have recently been informed that 
the Retirement Board has made a sample study, and they say it will 
cost about 16 percent. Now, it may well be that they are right; I am 
willing to accept their figure. 

Mr. Dotutver. At least there is a little uncertainty about the 
amount that it will cost. 

Mr. Lyon. I think there must be, yes. That is pretty close, prob- 
ably, to the cost. 

Mr. Dotiiver. Of course, the money that is paid for unemployment 
benefits is contributed wholly by the carriers? 

Mr. Lyon. That is right. 

Mr. Dottiver. That is not contributed at all by the employees? 

Mr. Lyon. That is right. 

Mr. Dotttver. It is quite different in that respect from the retire- 
ment benefits. 

Mr. Lyon. You are right, sir. 

Mr. Dottiver. Now, to refer just briefly, on page 8, to the increase 
in the creditable compensation. Perhaps I had better start here: 
There are two aspects, as I understand, to this retirement section of 
the bill. One is with respect to the increase of contributions, both by 
the railroads and the employees to the fund, is that correct? 

Mr. Lyon. That is right, sir. 

Mr. Doturver. And you do not increase the percentage, but you 
increase the base amount on which the percentage is taken ? 

Mr. Lyon. That is right, sir. 

Mr. Dotutver. From $300 to $350 a month ? 

Mr. Lyon. That is right. 
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Mr. Dotutver. That is one aspect of the bill. 

Now, the other aspect is with respect to the increase of benefits 
received by the beneficiaries ? 

Mr. Lyon. That is right. ; 

Mr. Dottiver. Now, what do you consider the most important part 
of the bill or the most important single item in the increase of benefits ? 

Mr. Lyon. That is a little difficult to say. Of course, if we increase 
the taxable base, and the employees who earn more than $300 a month 
pay greater taxes, it is only fair that we give them added credits for 
the contributions they make. ; 

Now, of course, that is an important part of the increased benefits 
because a part of the additional income will be used in added benefits 
to those people that pay for it by additional contributions. 

Aside from that, of course, the most important suggestion we are 
making is to change the eligibility age for widows from 65 to 60. Now, 
that is quite important. It is estimated that there are about 30,000 
widows at the present time that *vould qualify for benefits immedi- 
ately, and they would get an average of about $45 a month. It isa 
needy group of people, and we think that is highly important. It is 
costly, but we can iosens it if we make this other change. I think 
that is highly important. 

Mr. Dotttver. In the case of a widow, who was also entitled to 
retirement benefits, will she receive a double benefit ? 

Mr. Lyon. I think, Mr. Dolliver, you are perhaps referring to the 
proposal where there are a few cases where both a husband and a wife 
have worked for a railroad company. 

Mr. Dotitver. That is right. 

Mr. Lyon. In this case, the husband dies. At the present time his 
widow does not get both. She does not get the annuity that she earned 
in her own right and also the widows’ benefit. 

Mr. Dotitver. Which one does she get now ? 

Mr. Lyon. At the present time, they get the greater of the two, I 
believe, which is mandi the retirement benefit. But we propose that 
they should get both. There are only a few such cases in relation to 
the total problem, and the cost is not significant. 

Mr. Youncer. It really is not a double benefit; it is two benefits 
that are properly earned and justified, is that not true? 

Mr. Lon. I would so consider it. 

won’ Dotuiver. There is no similar provision for a widower, is 
there ! 

Mr. Lyon. Yes, it covers a widower. There might be a few such 
cases. Of course, a widower does not qualify unless he has been de- 
pendent upon his wife before her death. It would be a case of a 
— man or something of that kind. 

r. Dotuitver. Is it fair to say, then, that no distinction is made, 
in that particular phase of the bill, as between a widow and a 
widower ¢ 

Mr. Lyon. I think that that is right. 

Mr. Dottrver. Ifthe dependency is established ? 

Mr. Lyon. I think that is right, sir. 

Mr. Dottiver. Mr. Chairman, this is a very technical bill, but I 
just want to conclude my remarks and my questioning of Mr. Lyon 
in this respect by saying that I feel it is a very great advancement 
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that the various brotherhoods and the various railway labor organiza- 
tions have gotten together and agreed upon a program. 

If I understand Mr. Lyon correctly, in his statement, the vast 
majority or perhaps all of the railroad labor organizations are behind 
this legislation. If so, in my judgment, that is all to the good. If 
it is not true, we will doubtless hear about it before these hearings 
are concluded. 

However, I have always had this attitude about this legislation, 
that this money that we are dealing with in the retirement fund is 
not public money. It is money that has been contributed by the rail- 
way employees and the railroad management. 

Certainly those who are principally involved ought to have a very 
loud and persuasive voice in deciding what ought to be done in this 
field of legislation. 

That is all, Mr. Chairman. 

Mr. Heseiron.. May I ask a question about your schedule on page 
11? In the first place, is that based upon the estimates that you 
originally made, or does it reflect the later figures that came in from 
the Railroad Retirement Board ? 

Mr. Lyon. Page 11, Mr. Heselton, is an exact reproduction of 
the table that the Retirement Board’s experts gave us after the bill 
was drafted, taking into account all of the proposals that the bill 
makes, 

Of course, when we were discussing, over a period of months, the 
various things that we might recommend, we did have estimates on 
these various items. But when you put different proposals together, 
you sometimes come out with a different cost figure because one inter- 
locks with another. 

This is a complete statement, as I understand it, of the cost of all 
of the changes here in this bill. 

Mr. Hesevtron. This is the latest information available as to the 
cost ? 

Mr. Lyon. I understand so. 

Mr. Heseiron. As I understand your testimony, you are not as 
yet ready to adopt those figures as being entirely accurate ? 

Mr. Lyon. Well, I think these figures are the best that can be 
secured. In examining the report that the Retirement Board has 
filed with the committee, I find they have given you the same figures. 
I think they are accurate and final. 

Mr. Heseiton. Then, as I understand it, the estimated additional 
cost would be $53,820,000, or the difference between $675 million and 
the $724 million ? 

Mr. Lyon. That is true, but bear in mind that those are level cost 
figures. That is not the immediate cost, but a cost that is projected 
over the indefinite future, the same as the percentage figures are. 

Mr. Hesevron. Under item 2, where you have the figure of $31 
million and .569, those are underlined. Is that because that happens 
to be the largest single item of cost in the proposal, or is there some 
other reason for that? 

Mr. Lyon. The reason those two figures are underlined is because 
they are a total of the two below. It is a sort of addition in reverse 
form. 

Mr. Hesevron. That is all, 

The Cxuatrman. Are there any further questions, gentlemen? 











44 AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS 


Mr. Hate. On that same table, that Mr. Heselton was questioning 
you about, there is a level cost there of 12.303. You add various items 
tothat. Now, that is a percentage of what? 

Mr. Lyon. That would be a percentage of the assumed level an- 
nual payroll of $5,450 million. 

Mr. Har. That gives $670 million, is that right ? 

Mr. Lyon. That is true. You see, what they have done here is that 
they have first decided a level cost in percentage and in dollars. If 
we only made the taxable payroll $5,450 million—— 

Mr. Hate. Will you explain that phrase “level cost” ? 

Mr. Lyon. What we mean by that, of course, is an unchanging 
cost, a definite uniform cost that would continue indefinitely, making 
sure that over an extended period of time, indefinitely in the future, 
that we can collect uniform, unchanging tax rates and still be able to 
meet all obligations. 

Mr. Hate. I am not quite sure what you mean by “unchanging” ? 
Of course, if you assume an annual payroll that is constant year after 
year, and the aggregate benefits constant year after year, then you 
have a constant relationship which you can express as a percentage. 
In fact, of course, there is nothing really constant. 

Mr. Lyon. Well, if you would permit, I would like to give a little 
statement, that may take a few minutes, on that subject. 

Mr. Hate. I would like to hear you. 

Mr. Lyon. I know this is always a subject the committee has been 
interested in. 

Mr. Hater. I have heard the phrase before, and I suppose that it 
may well be that I once knew exactly what it meant, but I am not 
too clear now. 

Mr. Lyon. I would like to refer to and read briefly, if I may, from 
testimony that was given before this committee in 1951 on this very 
subject. I think it would be helpful in clearing up this matter. 

You will recall that when Mr. Schoene, who was appearing at that 
time for the Railway Labor Executives’ Association, discussed the 
financing of the retirement system he made what I think is a rather 
clear statement on this whole subject. 

Mr. Chairman, if you do not mind, I would like to repeat and 
adopt his language as my own on this subject. 

The Cuatrman. If you answer the question in the way that you 
have indicated, it will give the information that the gentleman from 
Maine is seeking. 

Mr. Lyon. This is a quotation from the other hearing, and I think 
it is helpful : 

I want to remind you that there are several theories of financing insurance 
systems. The simplest one is what is known as the pay-as-you-go system. In 
that you simply meet, from current income, your currently maturing obligations. 
That system is generally in some disrepute for several reasons. 

Particularly with respect to a retirement system, your cost is naturally 
increased year by year, for a good many years, after the system is established. 
That is, your current disbursements increase; and consequently, if you are on 
a pay-as-you-go basis, the payments are slight during the early years and become 
heavier and heavier for some years later. 

If you are getting contributions from employees, it means that those employees 
who contribute during the early years pay relatively much less than those who 
pay during the later years. 


At the opposite extreme of financing is the fully-funded-actuarial-reserve sys- 
tem which is generally used by private insurance companies. 
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Under that system, the company aims always to have on hand sufficient funds 
so that if it stopped doing business, and stopped incurring any additional obliga- 
tions, or receiving any additional income, it would have enough funds on hand 
so that, with interest earnings in the meantime, it could liquidate all of its then 
assumed obligations at the time they became due. 

The Railroad Retirement Act never has been and probably never will be 
financed on either of these two systems that I have described. Although it is 
frequently referred to as an actuarial reserve system, it is perfectly obvious that 
it could not be a fully funded system in the sense that I have described. 

We started right out with nothing in reserve and with accrued liabilities on 
account of prior service that had a value as of that time in excess of $3 billion, 
and there was not any $3 billion in the reserve. 

The financing had to be set up in such a way that the additional taxes collected 
over and above the cost of the obligations being currently incurred would prv- 
vide a reserve that would meet the contingencies. 

The theory underlying the financial basis of the Railroad Retirement Act, as I 
say, is neither of the two that I have described. But rather it is what might 
be called an actuarial-level cost basis. The primary objective of that system is 
to avoid the difficulty with the pay-as-you-go system that I have pointed out. 

In other words, the effort is made my means of actuarial calculations to decide 
a rate of contribution that will assure that, if the system keeps going, not if it 
stops as in the case of a private insurance company, but if the system keeps 
going, it will be possible for all contributions to be at the same rate and to meet 
the obligations as they mature. 

That contemplates, of course, the accumulation of reserve during the earlier 
years of the system’s operations and the use of interest on that reserve to reduce 
the rate of contribution that would be required in the later years if you were 
on a pay-as-you-go basis. 

So that is the objective of the Railroad Retirement system of financing, to 
establish a rate of contribution which can be uniform throughout its existence, 
and provide sufficient funds at all times to meet the obligations as they mature. 


That seems to me, Mr. Hale, is as clear a statement as we can make 
of the system that we have found it necessary to adopt. 

I hope that answers your question, sir. 

Mr. Hate. I think that it does. I wish I had the language before 
me to study it. 

Did you read that from a printed pamphlet ? 

Mr. Lyon. From page 129 and page 130 of the hearings on H. R. 
3669, H. R. 3775, and others, which were held by your committee be- 
ginning May 15, 1951. 

The Cuatrman. The clerk will have a copy of it for you, Mr. Hale. 

Mr. Hate. I think that that is all, Mr. Chairman. 

The Cuarrman. Are there any further questions ? 

Mr. Harris. Mr. Lyon, do I understand this level cost, or the annual 
dollar cost, that you referred to, of the benefits provided by Railroad 
Retirement Act as revised by H. R. 7840 will reach a maximum of 
$724.3 million ? 

Mr. Lyon. Yes, and that constitutes 13.29 percent of the taxable 
payroll, as indicated at the footnote. 

Mr. Harris. I understand from observing the annual report of the 
Railroad Retirement Board for 1953, the cost is about $654,909,999. 

Mr. Lyon. At the present time, you mean ? 

Mr. Harris. Yes. 

Mr. Lyon. I think here is about the present situation: We are col- 
lecting about in the neighborhood of $625 million a year in taxes, and 
we are paying out currently at the rate of about $460 million a year in 
benefits. 

Mr. Harris. I believe that your statement of benefits, is right. That 
is $460 million-plus instead of the $654 million. 

45159—54—-4 








46 


AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS 


Mr. Lyon. And, of course, we have income from interest that is a 
substantial amount, also. 

Mr. Harris. I notice the interest payment was $89,295,185. 

Mr. Lyon. Yes. We are still buildmg up the reserve, and we must 
do that for many years to come. 

Mr. Harris. You ultimately expect the cost to reach approximately 
$725 million a year ? 

Mr. Lyon. Yes; that would be about right. 

Mr. Harris. As against a cost of $460 million in 1952-53 ? 

Mr. Lyon. I think that that is true. The $460 million will increase, 
of course. That is the current cost. 

Mr. Harris. In fact, I noticed from this report that the increase 
from fiscal 1952 to fiscal 1953 has been approximately $66 million, or 
$394 million to $460 million. That gives some indication of the addi- 
tional annual cost. That increase, I observe here, has occurred each 
year for the last several years. 

Mr. Lyon. Yes, I think the significant figure on this page 11, this 
table, is the 13.29 percent which is lower than the current cost. In 
other words, these changes that the bill proposes to make will result in 
a reduction in what now appears to be a slight deficit. 

Mr. Harris. I recall we had that issue thrashed out back and forth 
in 1951 as to what would be safe. I believe you take the position that 
if it is within 1 percent that is considered at least for a period of time 
to be fairly safe. 

Mr. Lyon. We think that that is true. 

Mr. Harris. Now, in relation to the unemployment insurance, you 
make certain changes there. Would you refresh my memory on what 
the minimum payment is now ¢ 

Mr. Lyon. Well, the schedule of benefits 

Mr. Harris. That is not included in your statement. 

Mr. Lyon. Not in detail, no. The benefits are computed on the 
basis of a man’s total earnings in a base year, which is a calendar year, 
you will recall. We have a table of brackets of compensation in the 
base year that range all of the way from $300 up to $3,500 a year and 
over. 

In those various brackets, there is a different daily benefit rate. 
The lowest daily benefit rate at the present time is $3. Bear in mind, 
of course, that a man does not get that for every day. If he is fully 
unemployed, and after a waiting period during which he gets noth- 
ing he gets a daily benefit for 5 days of each week, or 10 days of each 
14-day registration period. So a man who qualifies in that lowest 
bracket and if he is unemployed continuously he will get $3 a day for 
5 days a week, or $15 a week. : 

At the opposite range of this schedule, there is the man who in his 
base year, or the preceding calendar year, has made $3,500 or more. 
His daily benefit rate is $7.50 a day. If you relate that to 5 days a 
week for men continuously unemployed, they could conceivably draw 
as much as $37.50 a week. 

Mr. Harris. For how many weeks can a man draw that? 

Mr. Lyon. The maximum duration in our system is 26 weeks, 
which is what the President has recommended for all of the State sys- 
tems. That is in some of the material that I filed yesterday. 

Mr. Harris. Do you mean for all State unemployment systems? 

Mr. Lyon. Yes, that is right. 
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Mr. Harris. The States have nothing to do with your program at 
all? 

Mr. Lyon. No, sir. 

Mr. Harris. Could you give us an estimate of what the increased 
cost might be from the present provisions of law to the additional bene- 
fits that you recommend here ? 

Mr. Lyon. You are speaking again of unemployment insurance ¢ 

Mr. Harris. Yes. 

Mr. Lyon. Well, the Board tells us, the Retirement Board, that the 
proposal made in this bill would probably result in increased pay- 
ments of about 16 percent. Now, in the last fiscal year according to 
the Board’s reports, there was about $97 million paid out in benefits 
under this unemployment insurance system. Part of that is due to 
unemployment caused by layoffs; part of it is due to unemployment 
caused by illness. 

The total was about $97 million in the last fiscal year. If we apply 
an estimated 16 percent increase to that, we will get about $15,500,000 
annually. 

Mr. Harris. From what you have observed to date, it appears that 
the cost for the 1953-54 fiscal year will be in excess of the 1952-53 fis- 
cal year ? 

Mr. Lyon. It probably will. We have more unemployment at the 
present time than we normally have. 

Mr. Harris. That is the reason I asked the question. Have you 
any information on that ? 

Mr. Lyon. We have had a downturn in railroad business, and at 
the present moment we have quite a few people unemployed. I am 
optimistic about it; I believe the situation will improve shortly. 

Mr. Harris. I was going to ask you that question. I wanted to 
know what you felt about the future. I assume that your answer is 
that you think probably, instead of the unemployment situation get- 
ting worse, it will be improved. Some of those, at least, who have 
been unemployed, will be given employment. 

Mr. Lyon. That is my belief, Mr. Harris, yes, sir. 

Mr. Harris. Now, approximately $700 million is in the fund at this 
time for unemployment insurance? 

Mr.Lyon. That is about right, yes. 

Mr. Harris. The carriers pay for this entire program, do they not ? 

Mr. Lyon. Yes. 

Mr. Harris. And the rate now is one-half of 1 percent ? 

Mr. Lyon. That is right. 

Mr. Harris. And when the fund is reduced to $450 million, I believe, 
then the rate increases ? 

Mr. Lyon. Yes, sir, to 1 percent. 

Mr. Harris. And then if it is reduced to as much as $250 million, 
then the rate goes back to 3 percent where it was several years ago? 

Mr. Lyon. That is right. There are some intervening steps there, 
but your statement is correct. 

Mr. Harrts. I observe here from looking at the Board’s report, 
table “A”, page 89, of the annual report of 1953, that the fund reached 
its peak in 1947-48. At that time, it had $956 million-plus. Since that 
time, it has gone down to approximately $700 million. That means, 
of course, that the fund is being reduced on an annual basis? 
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Mr. Lyon. Yes, that result was to be expected, of course; when we 
made the change in 1948. You will recall that the fund was almost 
$1 billion. It was constantly increasing, and there seemed to be no 
need to collect that huge amount in reserves. The railroads were very 
insistent that that was the situation. 

While we did not agree with them initially, we wanted to get an 
increase in retirement benefits; and the fact is we made a deal and we 
came to Congress and asked you to O. K. it. You did, unanimously. 

Mr. Harris. IthinkI recall that. It made it much easier for us, too. 

Mr. Lyon. So it was expected that this fund would go down. We 
have, since 1948, been paying out more in benefits that we have been 
collecting, of course. 

Mr. Harris. Well, has the fund goine down faster than we expected 
at that time? 

Mr. Lyon. Different people expected different things. I do not 
recall, myself, what predictions we made at the time. 

Mr. Harris. But it certainly has not gone down to what would be 
considered an alarming degree ? 

Mr. Lyon. By no means. 

Mr. Harris. Thank you very much, Mr. Lyon. 

That is all, Mr. Chairman. 

Mr. Rogers. If the gentleman will yield, Mr. Lyon, the excess of 
receipts over expenditures, what becomes of that. What kind of a 
fund is it put into? 

Mr. Lyon. You are speaking of the unemployment insurance 
account ¢ 

Mr. Rocers. Yes. 

Mr. Lyon. Of course, at the present time, we have an excess of 
expenditures over receipts. But there is a reserve fund there which 
is drawing interest out of the United States Treasury. 

Mr. Rogers. What rate of interest is it drawing ¢ 

Mr. Lyon. As to the unemployment insurance fund, it is the going 
rate of interest, around 214 percent interest. I am not an expert on 
that. But that is generally true. As to the retirement fund, it is a dif- 
ferent story. 

Mr. Rogers. What is the status of the surplus that you have in the 
retirement fund ? 

Mr. Lyon. We do not have a surplus, but we do have a reserve of 
about three and a quarter billion dollars. That reserve in the retire- 
ment fund is invested in 3 percent special-interest-bearing notes by 
provision of the law. We get 3 percent on that. 

Mr. Rogers. From the Government ? 

Mr. Lyon. Yes, from the Government. That is an important part 
of the financing scheme of the whole system. 

Mr. Rocers. That is all. 

The Cuarrmman. Are there any further questions, gentlemen / 

Mr. Hesetron. Could I ask a further question? In connection with 
this provision eliminating the national delegate service, I see it is esti- 
mated to cost $10,000. In the first place, I am uncertain as to why that 
would cost anything. It seems to me that that would be a saving rather 
than a cost. 

Mr. Lyon. Well, I think probably that estimate is because these 
people would not pay the contribution, that normally would be the 
case. In most of those cases, where they pay a contribution, the bene- 
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fits are trivial or do not exist. So, perhaps it would cost a little bit. I 
do not know that I can explain it, but it is a very trivial thing; I think 
it can almost be ignored. I do not know whether there is a good basis 
for an estimate of $10,000 or not. There probably is, but I do not know. 

They are chiefly people that come to our meetings here in the United 
States from Canada. And they never have any credits under this sys- 
tem other than that. It applies only to those delegates of that kind, 
who are paid by the union for attending those meetings from sources 
in this country, you see. 

Mr. Hesexton. It is difficult for me to see if you are going to elimi- 
nate a potential claimant why you would not have a saving rather than 
a loss. If this is adopted, there is no possible claim upon the retire- 
ment fund by these people. I would think that you would have a net 
saving involved. 

Mr. Lon. Well, you may be right. I wish you would ask that ques- 
tion of the Retirement Board when they appear because these are their 
figures. And I do not believe that I can satisfactorily explain the 
question you raised. 

Mr. Hesetton. I have one other question in connection with that. I 
assume that some sum of money has been contributed by these people 
under the provisions of the existing law. If they are going to be elimi- 
nated, is there not a certain equity in providing that they could receive 
back whatever they have paid in ¢ 

Mr. Lyon. Well, what we propose here is that they stop paying in as 
of now. 

Mr. Hesetron. Yes. 

Mr. Lyon. And not wipe out what has occurred in the past. What 
we want to avoid is the nuisance value of bookkeeping on the part of 
the Board and others concerned from this point on. We probably 
should have done it years ago, but we did not. 

Mr. Hesetron. I realize probably it is a relatively unimportant 
matter in one sense, but it does seem to me that, if some of these people 
have paid a considerable amount of money in for which they are not 
going to receive any benefits, consideration should be given to letting 
them have that money back. 

Mr. Lyon. We are not wiping out their benefits that they have so 
far acquired. We only propose that this be discontinued. We are 
not wiping out the benefits they have acquired in the past. We only 
oa to stop collecting the contributions and stop giving the credit 

rom now on. 

Mr. Heseton. As I understand it, very few of them have acquired 
any actual benefits because of the fact that they have not served in this 
capacity up to 120 days? 

ie Lyon. That is probably true. 

Mr. Heseitron. Well, I suppose it is up to them to present their case 
to this committee if they think they are being injured by this provi- 
sion. There is a further question that I would like to ask you. 

I notice that the Retirement Board, in its report to the committee, 
apparently is divided, with Colonel Kelly and Mr. Harper filing a 
majority report, and Mr. Squire filing a minority report. But beyond 
that, I notice that Colonel Kelly seems to think that the formula recom- 
mended is new, more complicated, and would require considerably 
more administrative cost. As I understand it, he feels that the same 
results could be achieved by staying with the basic formula and revis- 
ing the scale benefits upward. 
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I also note that he recommends it for the consideration of the com- 
mitee, the railroad labor organizations, and the carriers. 

Has that suggestion of Colonel Kelly’s been explored? If so, is 
there any comment you wish to make at this time about it ¢ 

Mr. Lyon. Well, Mr. Heselton, I think, perhaps before you came 
in, I made a short statement about that. What I said, in substance, 
was that since preparing our general statement here, we have seen the 
report of the Board in the last 2 or 3 days. 

We have not had enough time to study it as much as we would like; 
we have taken note of the very things you have mentioned. All of 
the unions want to look at the report closely and advise the committee 
what they think about it. But we are not prepared to do that right 
now. 

Mr. Hesetron. The majority do recommend an amendment, which 
would provide for some $500,000 on salaries and expenses to be set 
aside at the enactment date. Is it your opinion that the administra- 
tion of the recommended formula would add approximately $500,000 
to the annual administrative expense ? 

Mr. Lyon. Well, I have no way of knowing. Of course, when we 
make a change of this kind, for a period of time, there is additional 
work involved in recertifications and people becoming eligible that 
were not before, and all of those things. 

I have no basis of questioning what the Board has suggested. I 
think that it is more of a technical matter than anything else about 
administration, and I see no reason why the committee should not 
favorably consider what they suggest about that. 

Mr. Hesevron. Have you any present estimate as to when the com- 
mittee would have the benefit of your comments on Colonel Kelly’s 
suggestion ? 

Mr. Lyon. Well, we will do it as rapidly as we can. Fortunately, 
a majority of our people are in Chicago, appearing before a Pr -esiden- 
tial emergency board; I think that they can hold some consultations 
there. 

I think as to the Four Train and Engine Service Brotherhoods 
that they have representatives here in Washington that can deal with 
the matter. We want to examine it as quickly as we can: we want 
to examine it as thoroughly as we can. It should not take us too 
long. 

Mr. Hesetron. That is all, Mr. Chairman. 

Mr. Harris. Mr. Lyon, I would like to ask you about item 3, on 
that table in your statement, which contains a provision for the reduc- 
tion of the eligiblity age for widows from 65 to 60. I have received, 
as every other member of this committee and I am sure the Congress 
has, a great many requests from people employed in the railroad 
industry for a consideration of reducing the eligibility age of retire- 
ment for the employee from the present age 65 to 60. 

I am sure that your attention has been called to that interest on the 
part of a good many people. 

Mr. Lyon. Yes, sir. 

Mr. Harris. I wonder if your group has had occasion to give con- 
sideration to that problem, and if so, what was the result? 

Mr. Lyon. Yes, we have considered that. It has been considered 
repeatedly over many years. We did so when we were formulating 
this program. One of the main considerations is, of course, the cost. 
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You perhaps recall the report of the joint committee on which you 
served and the cost figures that they gave on those things. There is 
this large volume here, that is, the report of the Joint Committee on 
Railroad Retirement Legislation. I think there are cost figures given 
therein, for all of those items, on page 525. 

Mr, Harris. For the benefit of the committee, many of whom have 
not had opportunity to see that report, would you give us the cost, if 
you have it there, of such a change with reference to age requirements. 

Mr. Lyon. I think that I can. I should think that these figures 
might be slightly changed now if they were being made as of today. 
But they are substantially correct, I think. . 

Mr. Harris. We recognize that. 

Mr. Lyon. There is one item listed here— 
provide full annuities for employees who retire after 30 years of service regard- 
less of age, 
and the cost is 314 percent of payroll. 

It would involve $175 million annually. There is another item that 
is listed— 
to provide full annuities for employees retiring with at least 30 years of service 
providing they have reached the age of 60. 

That might be more directly what you are referring to. 

The cost is quoted as 1.6 percent of payroll, or involving an annual 
cost of $80 million. 

Now, even if everybody was in agreement among the railroad 
unions as to the desirability of having a retirement age of 60, a normal 
retirement age of 60, I think it is obvious, that it could not be 
financed; it would result in wrecking the system. 

We have to be interested in permanence and permanent soundness 
of this system, not in the immediate welfare of those people who want 
to retire now or who have already retired. 

Mr. Harris. My purpose of bringing this up at this time is due to 
the many requests that we have received favoring this proposal. I 
think there is a lack of understanding on the part of people as to 
what the cost of this proposal would be and just how it would affect 
this fund. 

Mr. Lyon. Well, of course, there are certain employees and cer- 
tain groups that are organized to campaign for better benefits that 
bring about many of those letters that you receive. 

Mr. Harris, Thank you very much. 

The Cuatrman. Are there any further questions, gentlemen? 

If not, we thank you, Mr. Lyon, for your appearance before us. I 
would like to ask just one question. 

Yesterday, one of the witnesses before us spoke in favor of the 
amendments that the bill proposes, with the exception of the increase 
in the tax base. Would it be possible to have these benefits which 
the bill provides without an increase in the tax base? 

Mr. tau. It would not, Mr. Chairman, without throwing the 
fund into an unbalanced condition which we would not recommend. 

The Cuatrman. Are there any further questions ? 

Mr. Beamer. Mr. Chairman, I would like to refer just to one 
particular point. I think Mr. Dolliver touched upon it. Reference 
was made about the increase in the maximum creditable compensa- 
tion from $300 to $350 per month. Now, I presume, Mr. Lyon, since 
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you have stated that all of the members of the brotherhoods are in 
accord on this particular legislation, that this particular feature is 
ty ai: too? 

Mr. Lyon. Yes, this whole proposal is the unanimous program 
of all of the unions named in the early part of my statement. 

Mr. Beamer. I am wondering how many people this involves, 
since there is an increase in cost. 

Mr. Lyon. At the present time about 60 percent of all railroad 
employees are making more than $300 a month. 

Mr. Beamer. It would affect about 60 percent of them? 

Mr. Lyon. They would be affected in some degree by this change. 
Now some of those are making $350 or more per month, and others 
are making between $300 and $350. But a change of this kind, of 
course, means added benefits to the people who pay the added contri- 
butions. 

Mr. Beamer. You feel that the additional cost would be more 
than offset in their mind by the additional benefits that they will 
receive? 

Mr. Lyon. That is the opinion, of course, of any man who examines 
the figures, and there is no question about it. The average man would 
get benefits at the ratio of shout 3 for 1 for what he pays in. 

Mr. Beamer. That isthe only question I had. 

The Cuarrman. Thank you, Mr. Lyon. 

(Permission being previously granted, Mr. Lyon submitted the 
following pamielenneinie) statement :) 


SuPPLEMENTAL STATEMENT oF A. E. LYon In BEHALF OF THE STANDARD RATLROAD 
LABOR ORGANIZATIONS 


RAILROAD RETIREMENT 


Opposition to the enactment of those provisions of the bill which have to do 
with railroad retirement has been expressed, so far as we know, from only one 
responsible source: The Association of American Railroads, supported by the 
carrier representative on the Railroad Retirement Board. 

The opposition of the Association of American Railroads seems to be based, 
in large part if not entirely, on their objection to the proposal to increase the 
creditable and taxable base from $300 to $350 per month. It appears that they 
do not, and cannot, find any serious fault with the proposals in the bill which 
would deal more adequately with railroad retirement benefits. They object to 
being required to pay their 50 percent share of the modest increase in contribu- 
tions which the bill proposes. If we correctly interpret their contentions, they 
take the position that they are already paying more than they should, or would 
like to pay, and also that the temporary downturn in railroad earnings, despite 
the fact that 1953 was one of the best financial years in railroad history, pre- 
cludes them from making any additional payments toward railroad retirement. 

There is no dispute about the fact that, according to accepted estimates, the 
level cost—that is the long-range estimate projected indefinitely into the future— 
of increasing the creditable and taxable base by $50 per month will be $56 million 
per year, based on an estimated taxable payroll of $5,450 million. Half of this 
will be paid by the employees. The railroads say that one-half of this amount, or 
$28 million, will be paid by them and will be a burden to them. We point out, 
as we have in previous hearings without our statements being challenged, that 
a very substantial percentage of such an amount will be offset by automatic ad- 
justments in the Federal income tax payments required of the railroad com- 
panies. This percentage of offset is something which we cannot estimate with 
any certainty as it will depend, among other things, on the rates of taxation 
which will be effective in the future. However, we think it reasonable to assume 
that the present situation as to Federal income tax on corporations probably 
will not, and cannot, greatly change for a long time. Therefore, when the rail- 
roads say that the bill will increase their railroad retirement contributions by 
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$28 million per year they could add, with accuracy, that this is a substantial 
overstatement and that perhaps as much as half of it will not be net costs to 
them at all. They could also add, if they wish to present a more complete pic- 
ture, that there will be other savings and benefits to them. We will undertake 
to point out some of them later on in this statement. 

We think that it may be of interest to the committee to know that according 
to a very recent publication of the Bureau of Transport Economics and Statistics 
of the Interstate Commerce Commission the net railway operating income of 
class 1 railways for the 12 months ended with January 1953, was $1,707,235,000 
before deduction of Federal income tax and after deduction of Federal income 
ta it was $1,092,203,000. For the 12 months ended with January 1954, it was 
$1,565,344,000 before deduction of Federal income tax and it was $1,061,939,000 
after deduction of Federal income tax. We call attention to the difference of 
about $141 million in net railway operating income before payment of tax in the 
two periods being compared, and the difference after payment of tax of only 
$30 million. 

The $300 per month ceiling on creditable and taxable compensation for railroad 
retirement purposes has been recognized as out of date by many railroad com- 
panies for a number of years as evidenced by the fact that they have established 
supplemental plans covering their officials and employees who regularly earn 
salaries higher than that amount. As long as 5 years ago the Railroad Retire- 
ment Board had knowledge of 53 such supplementary plans and made a study of 
them. There are undoubtedly a considerable number that have since been 
established. 

An example of them is the one made effective on the Baltimore & Ohio Rail- 
road system on March 1, 1953. The following is quoted from a message sent to 
all employees of that railroad system by the president of the company, Mr. R. B. 
White, with a booklet giving details of the supplemental plan : 

“Many employes have monthly earnings in excess of the $300 limit on which 
railroad retirement annuities are based. To provide additional retirement 
income for these employees, the president and directors appointed a committee 
to prepare a jointly financed plan. Such a plan, known as the Baltimore & Ohio 
annuity plan, has been adopted. The plan is effective March 1, 1953. The com- 
plete text is printed in this booklet, with explanations in the form of questions 
and answers. 

“Membership in the plan is voluntary. It is available to all employees under 
age 70 who earned more than $300 per month in each of the 12 months ending 
February 28, 1953. Eligible employees have 90 days from March 1, 1953, in 
which to apply for membership. 

“The plan will be financed jointly by contribution of members and the com- 
pany. The contribution for members is 444 percent on earnings in excess of $300 
per month. To start the plan the company will match the contributions of 
members, and will also contribute additional amounts from time to time. The 
additional contributions are for payment of benefits based on service of members 
during the period when no contributions were made. The funds contributed will 
be deposited with a custodian, who will also hold investments, for the sole benefit 
of members. 

~ * * * * = 


“Important advantages of the plan are: The money will be deposited in a 
trust fund: annuities under the plan will be in addition to the entire annuity 
paid under the Railroad Retirement Act; survivor benefits are provided to pro- 
tect wife, husband, children, or other designated beneficiary; all contributions 
will be refunded, with interest, in the event a member leaves the service or dies 
before retirement. 

“The Baltimore & Ohio annuity plan benefits you and your family. I recom- 
mend it to all of those eligible.” 

The first two paragraphs of the text of the plan, in the nature of a preface 
or introduction, read as follows: 

“In view of the limitation of the annuity system established under the 
United States Railroad Retirement Act, as amended, which has application only 
to compensation up to $300 per month, the Baltimore & Ohio Railroad Co. (here- 
inafter called the company), has determined to, and does hereby, establish 
the Baltimore & Ohio annuity plan” (hereinafter called the plan), in which 
membership shall be available to each employee whose compensation is in excess 
of that subject to the provisions of the railroad retirement system. 

“The plan is intended to conform, as an employees’ trust, to the internal 
revenue laws of the United States and the rules and regulations established 
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thereunder by the Commissioner of Internal Revenue. To that end, all contri- 
butions to the plan made, from time to time, by the company shall be held for 
the sole and exclusive benefit of the beneficiaries of the plan subject to disposi- 
tion in accordance with the requirements of the internal revenue laws and the 
rules and regulations thereunder.” 

It will be noted that membership in this plan was voluntary. The fact is 
that more than 75 percent of the eligible employes are participants. Does this 
square with Mr. Fort’s suggestion that the employes do not want to make 
additional contributions for purposes of railroad retirement? 

And does the fact that the Baltimore & Ohio is voluntarily paying 4% percent 
of all salaries in excess of $300 per month into its supplemental plan, in addition 
to the amounts it pays under the Railroad Retirement Act on wages up to $300, 
in order to provide more adequate annuities for persons in the higher earnings 
brackets, square with the contention advanced by Mr. Fort that the railroad com- 
panies are unwilling to, or unable to, pay on a ceiling of $350 per month for pur- 
poses of the general railroad retirement system? 

It is certain, from the language in Mr. White’s message to the employees and in 
the preface of the plan, that had there been a ceiling of $350 per month for 
creditable compensation in the railroad retirement system the supplemental plan 
of the B. & O. would have started from that point. And it is certain that if the 
bill is enacted, changing the ceiling to $350, the B. & O. will alter its plan accord- 
ingly. It has a right to do so without the consent of the employees. So if this 
railroad has to pay railroad retirement taxes on an additional base amount of 
$350 there will be an offsetting saving through adjustment of its supplemental 
system. The same will be true of many other railroads who have these supple- 
mental plans. But the witnesses for the Association of American Railroads did 
not mention these savings when trying to convince the committee that enactment 
of the bill would be financially burdensome. 

Aside from the financial aspects of such supplemental annuity plans and the ef- 
fect of their inevitable modification after enactment of the bill, we direct atten- 
tion to the inescapable conclusion that these supplemental plans have been estab- 
lished because these railway companies recognize that the ceiling of $300 in the 
railroad retirement system is too low under present-day conditions. What was 
appropriate in 1937 when the $300 figure was established is not appropriate to- 
day—17 years later. In view of the development and adoption of these many 
supplemental annuity plans, entirely upon the initiative of the railway com- 
panies, it would seem that Mr. Fort was wrong twice. He was wrong when he 
suggested that the employees are unwilling to contribute more to get higher bene- 
fits. He was wrong again when he contended that the railroad companies are un- 
willing to contribute on a higher base than $300 per month, as evidenced by the 
fact that a great many of them are voluntarily doing sg. 

Witnesses for the Association of American Railroads have again argued at 
length—as they have at previous hearings concerning railroad retirement—that 
the railroad industry is making larger contributions for retirement purposes 
than are other industries and that this alleged situation is unfair to them and 
places them at a disadvantage. They would have us believe that the only items 
involved or to be compared are the 644 percent tax that the railroads pay and the 
2 percent tax that is currently paid by employers in other industry for the old- 
age and survivors insurance system under the Social Security Act. But we all 
know that this is not the full story by any means. Anyone who reads the news- 
papers knows that private pension plans and supplemental plans, separate from 
and in addition to the social security system, are now the rule rather than the 
exception and that American industry, generally, is contributing considerably 
more than the 2 percent social security tax for purposes of pension and retire- 
ment systems. Many of these plans have been established through collective 
bargaining with labor unions. Many of them have been voluntarily established 
by company management. The costs of some of these plans are borne entirely 
by the companies. Others are of a contributory nature, with the employees pay- 
ing part of the costs. It is widely recognized that the social security retirement 
program is not adequate and American industry does not consider it to be a solu- 
tion for the retirement problem. 

The Chamber of Commerce of the United States has published the results of 
a study it has made on the general subject of fringe benefits which gives some 
interesting information on the subject of pension and retirement costs in addition 
to social security. This study was in 1951, 4 years ago, and as the trend is 
upward it may be assumed that the figures are not an understatement of the 
situation. The chamber made a survey of 736 companies. About four-fifths of 
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them had ‘private pension programs—that is, programs providing pensions or 
annuities in addition to the social security benefits. The costs to these com- 
panies, expressed as a percentage of payroll, was reported as 4.6 percent for all 
industries. _For manufacturing industries the figure was 3.6 percent. For non- 
manufacturing industries the figure was 5.7 percent. For public utilities (elec- 
tric, gas, water, telephone, etc.) the figure was 5.9 percent. For banks, finan2e, 
and trust companies the figure was 6.7 percent; for insurance companies 6.2 
percent ; and for miscellaneous industries (coal mining, warehousing and laun- 
dries) 4.9 percent. Compare the costs to the public utility companies surveyed— 
100 in number—of 5.9 percent and consider that to this figure must be added 
the 2 percent that they currently pay under the social security program, and 
it will be seen that we have a cost figure for pensions and retirement of 7.9 percent 
of payroll. A much more valid comparison can be made between this figure and 
the 6.25 percent which the railroad companies pay for support of the railroad 
retirement system than the comparison which the railroad company witnesses 
have presented to the committee, using only the 2 percent social security tax rate. 

Of course the railroad companies, as a whole, are paying somewhat more than 
6.25 percent of payroll, using the $300 per month ceiling, for many of them, as 
previously pointed out, have supplemental systems applying to officers and 
employees in the higher earnings brackets. We do not know the costs of these 
additional or supplemental programs ¢o the railroads, but it is likely that if these 
costs were ascertained and added to the 6.25 percent which is being paid for the 
general railroad retirement system the total would still be considerably less than 
the 7.9 percent which is being paid for pension programs by other public utilities 
on the basis of the chamber of commerce figures. 

So we think that when the facts are analyzed the contentions of the witnesses 
for the Association of American Railroads fall flat. The railroad companies are 
not being unfairly treated and are not being placed at a disadvantage, as related 
to other comparable industries, by reason of their payment of railroad retirement 
taxes. If they would objectively examine all the facts they would probably have 
to agree that they are fortunate and have been well treated in this respect. And 
that situation will still prevail if the maximum creditable and taxable base for 
our railroad retirement system is increased from $300 per month to $350. 

The representatives of the railway labor organizations who attended the hear- 
ings listened with a mixture of amusement and astonishment when Mr. Fort of 
the Association of American Railroads indicated to your committee that there 
is doubt as to whether the standard railroad labor organizations are representing 
the views of railroad workers when they advocate enactment of the bill. He was 
referring, of course, to the willingness of the employees to pay their share of the 
proposed increase in contributions. Mr. Fort knows better and we hope that he 
was speaking without careful consideration when he indicated that these labor 
organizations are not representing their members. 

During the course of the hearings questions were asked concerning the effect 
of the change in the creditable and taxable base on the employees who would make 
increased contributions to the retirement fund. We made the general answer 
that all such employees would benefit and that on the average they would ob- 
tain benefit rights at the ratio of about $3 to $1 paid in additional tax. We may 
illustrate this situation and be more specific by some examples. Assume an em- 
ployee will work 15 years at $350 or more per month until reaching retirement 
age. Assume also that he has 15 years of service at an average monthly compen- 
sation of $250 prior to the change in the $300 ceiling. His annuity will be in- 
creased, when he retires, by $10.35 per month. A man has a life expectancy of 
1214 years at the age of 65 and therefore such a man may expect to have his 
aggregate benefits increased by a total of $1,552.50. He will have paid increased 
retirement taxes during the 15 years before retirement of $563.40. The same 
ratio would apply to a man who works 10 years after the change in the base and 
before retirement. His annuity would be increased by $6.90 per month and in 
return for paying additional taxes totaling $375.60 he would be entitled to an 
additional aggregate increase in annuity of $1,035. 


RAILROAD UNEMPLOYMENT INSURANCE 


As we analyze their testimony and written statements, witnesses for the Asso- 
ciation of American Railroads oppose the proposed changes in the railroad unem- 
ployment insurance system on two principal grounds. They object to the pay- 
ment by the railroad companies of additional contributions to the unemployment 
insurance account and they object to the moderate proposals to liberalize the 
benefit payments. 
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It appears to us that the railroad company witnesses have resorted to a 
strained and complex series of mathematical exercises, which do not stand up 
under analysis, in order to come up with an inflated figure of costs. They have 
repeatedly used the alleged cost figure of $26 million per year, stating that if the 
bill is enacted they will have to pay this amount in increased contributions to the 
railroad unemployment insurance account. They add this figure of $26 million 
to the figure of $28 million which they say the proposed changes in the retirement 
system will cost them and then, throughout their testimony, they talk of total 
costs of $54 million as though this is a correct or accepted figure. In the earlier 
part of this rebuttal statement we have shown that the $28 million figure is 
materially exaggerated. For the same and other reasons, the figure of $26 mil- 
lion for unemployment insurance costs is improper. 

The fact is that what the bill proposes to do, as to payments to the railroad 
unemployment insurance account, is to collect contributions, at the existing rate, 
on a $350 base instead of on a $300 base. This will mean that instead of paying 
$1.50 in contributions for an employee earning $300 in one month, 25 cents more, 
or $1.75 will be paid. Expressed in another way, it will mean that the railroads, 
considered as a whole, will pay the contribution rate of one-half percent on an 
estimated additional payroll of $450 million, or an annual amount of $244 million. 
There is a vast difference between this amount and the $26 million that the rail- 
road witnesses have repeated again and again. This additional payment of $214 
million will continue for several years and this relatively small amount can 
properly be considered as the immediate effect on the costs to the railroad com- 
panies. They apparently want to ignore this fact but they want to rely, in tell- 
ing their story about what they call unsatisfactory railroad earnings, on the 
immediate effect of the presently existing but temporary down-turn in business. 
Even when the point is reached, some years hence, when the balance in the rail- 
road unemployment insurance account will fall to the point when an automatic 
increase to 1 percent will take place in the rate of contributions, the additional 
payments by the railroads will only amount to approximately twice the $244 
million, or about $4% million. 

What the witnesses for the Association of American Railroads have done, 
in developing the alleged cost of $26 million, is to asume that the present 
system is costing $135 million a year and that the changes proposed in the 
bill might increase this figure to as much as $161 million. Both of these 
figures are estimates projected into the indefinite future and taking into ac- 
count guesses about business cycles and recessions and making other asump- 
tions. Perhaps no one knows if these guesses are good or bad but we call 
attention to the fact that in only 1 year since the establishment of the railroad 
unemployment insurance system, when there was an unusual combination of 
circutustances, have the benefit payments been as high as $100 million. 

Not even the railroad company witnesses have alleged that if H. R. 7840 
is enacted the present financing provisions of the railroad unemployment insur- 
ance system will be inadequate. The highest estimated costs of benefits and 
administration, on the very long range basis that is used, will not require higher 
contribution rates than are provided for in the present law. The figure of 
$161 million used by railroad company witnesses is, they say, 2.95 percent 
of a $5.45 billion payroll. The basic contribution rate in the law is 3 percent, 
as enacted by Congress in 1938 and it is therefore evident that the existing 
contribution rate is more than adequate. 

The railroads complain that their earnings during the past few months have 
fallen off from the high level of 1953 but these earnings are certainly much 
better than they were in 1938 when Congress fixed the 3 percent contribution 
rate for railroad unemployment insurance. 

We think, too, that railroad company witnesses, in preparing their testimony, 
overlooked the huge savings they have made since 1948 through operation of 
the sliding scale of contributions. The chairman’s questions brought out the 
facts about these savings. We only want to add that in our opinion the rail- 
road companies might very well have expressed concurrence with the moderate 
proposals contained in the bill in view of the fortunate situation they have 
enjoyed for the past 6 years as to their contributions toward unemployment 
insurance. 

Much of the testimony of railroad company witnesses was devoted to an 
attempt to show that railroad employees have a more liberal or better employ- 
ment insurance system than exists for workers covered by the various State 
laws. This is a subject about which the railroads have had much to say in past 
hearings. But this issue is not only that should concern us here. We have not 
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urged enactment of the bill on the ground that it is necessary in order to match 
the liberality of state unemployment compensation systems. It is generally 
recognized that the state systems are inadequate. Congress deliberately pro- 
vided a different system for railroad workers for good and sufficient reasons. 
No one has seriously advocated that the railroad system should only match the 
average of the State systems. It should be as good, or better, than the best of 
the State systems and we think that Congress has repeatedly agreed with this 
viewpoint in past years. The President has very pointedly recommended material 
improvements in the State systems and he has had a member of his Cabinet 
follow up his recommendations with urgent requests that immediate action 
be taken. The proposals in H. R. 7840 concerning changes in benefit rates are 
consistent with the President’s recommendations, despite what the railroad 
company witnesses have said. They allege that the provision in the bill to estab- 
lish the daily benefit rate at not less than 50 percent of the last daily wage rate 
in railroad employment, but not to exceed $8, is not related to “regular earnings” 
in some designated period. But the fact is that this is a reasonable and work- 
able method of accomplishing what the President has recommended. Railroad 
employees generally work 5 days a week at an established daily wage rate. 
Unemployment insurance benefits are likewise paid for 5 days per week of unem- 
ployment after the customary waiting period. In the vast majority of cases a 
daily benefit rate of 50 percent of the daily wage rate does provide benefits of 50 
percent of weekly wages. Of course, cases can be cited where the 50 percent 
proviso would provide less or more than the objective sought. But no arrange 
ment can be devised that would eliminate the possibility of citing hypothetical 
or actual cases that appear to be inconsistent with the general objective. Cita- 
tions of extreme or rare cases have not in the past, nor should they now, prevent 
adoption of a good program. 

At the time of the hearing, attention was called to the alternative proposal 
made by Chairman Kelly of the Railroad Retirement Board. Colonel Kelly, 
while agreeing with the objective of the bill to liberalize unemployment benefit 
rates and recognizing that the proposal in the bill is generally consistent with 
the President’s recommendations, suggested a different method which he thinks 
will accomplish the same objective. 

We have since had opportunity to study the alternative proposal offered by 
Chairman Kelly. While we find that it would go part way to meet present-day 
needs we believe that it should not be adopted in lieu of the proposals in the bill. 
It would leave many beneficiaries at a benefit rate less than 50 percent of their 
regular earnings and even the average benefits, as estimated by the Board’s 
staff, would fall somewhat short of the general 50 percent objective. We agree 
with the statements made by Board Member Harper on this subject and com- 
mend them to the consideration of the committee. 

Chairman Kelly has pointed out that the staff of the Board has reported that 
the proposals in the bill concerning daily benefit rates of not less than 50 percent 
of the last daily wage rate would be somewhat difficult and costly to administer. 
We believe that these difficulties and costs have been exaggerated. The technical 
staff of the Board is competent and we are confident they can and will devise 
methods of administration which will obviate most if not all of the difficulties that 
they mention. Board Member Harper’s comments on this matter are, in our 
opinion, quite correct and we endorse them. 

The standard railroad labor organizations, representing practically all of the 
railroad employees of this country, reaffirm their united support of all provi- 
sions of H. R. 7840. It is a reasonable, moderate and needed revision of the 
railroad retirement and railroad unemployment insurance systems and we re- 
spectfully urge the committee to take favorable and prompt action on it. 


(The following information was later received from Mr. Lyon:) 


~ 


RAILWAY LABOR EXECUTIVES’ ASSOCIATION, 
Washington, D. C., April 5, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: During the hearings on H. R. 7840 questions were asked 
about the effect of the proposed change in the creditable and taxable base from 
$300 per month to $350 per month on the annuities of employees. 

We have prepared a tabulation on this subject which we think will be useful 
to you and members of the committee. A copy is attached. It shows in steps 
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of 5 years the amount of increased tax which would be paid and the increase 
in benefits which would accrue, assuming that all service after the increase 
in the creditable base is at $350 per month or more. 
Very truly yours, 
A. E. Lyon, Executive Secretary. 


Effect of increasing creditable and taxable base to $850 per month on employees 
retiring on full annuities after 30 years of service, assuming all service after 
increase in base to be at $350 








aes pikes Increase in | Inerease in 
Years of service monthly annuity aggregate 
ti 12 Tae | Increase in | benefits 
Average monthly compensation | aggregate for life 
before increase in base niin : | taxes to date | expectancy 
a — . Per of retirement | a — 
ceeek T hnantece | ees year | after retire- 
increas Increast ment 
eo sudewen bbe dwwee 0 30 $20. 70 248.40 | $1, 126. 80 | $3, 105. 00 
$200 c ‘ . sist ) | | 
ont 5 25 | 17.25 | 207.00 | 939. 00 2, 587. 50 
$300 : { | | } 
$200 kod ) | } 
$250 a 10 20 13. 80 | 165. 60 | 751, 20 | 2, 070. 00 
$300 ‘ f } 
$200____- } 
$250 aol 15 15 | 10. 35 124. 20 | 563. 40 1, 552. 50 
$300 | | | 
$200 } | | 
$250 4 20 10 6. 90 82. 80 375. 60 | 1, 035. 00 
$300 | | } } 
$200 } | | 
$250...... ‘ > 25 5 3.45 41.40 187.80 | 517. 50 
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RAILWAY LABOR EXECUTIVES’ ASSOCIATION, 
Washington, D. C., April 5, 1954. 
Hon. CHARLES A, WOLVERTON, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: It occurs to us that the following information may be 
useful to you and members of your committee in connection with your considera- 
tion of the proposals in H. R. 7840 which have to do with railroad unemployment 
insurance. During the course of the hearings on this bill mention was made of 
the effect of the 1948 amendments which established the sliding scale of con- 
tributions to the railroad unemployment insurance account. 

Table A-2, page 87, of the last annual report of the Railroad Retirement Board 
shows the following information as to contributions made by the railroad com- 
panies: 


Contributions 
Fiscal year: 
ne a ad i a RE ied $129, 058, 585 
OGG ie id ici cecilia it OR fodiietl k R 141, 770, 293 
RO ea Sk ns oe) Bes hE Sh ged ts died 145, 124, 181 
De ee i a Las La ed dbs 87, 010 
ES a Bis Se Shot bid didadsiahitembeiaes 16, 180, 861 
a ne i in Benita veined siniinbubcigey dalle biaaipaancaes 24, 411, 957 
econ ide wae Sardrestnasenadtinsaiiedalidchdimaailandpsitnantnihigiemnpaniadieading 25, 689, 321 
TOR he shed Sere i l- <ntitl wes cninnnnnien 25, 056, 674 


Before enactment of the 1948 amendments, the operations of the railroad 
unemployment insurance account were financed by means of contributions paid 
by the railroads equal to 3 percent of payroll, exclusive of amounts paid to any 
employee in excess of $300 per month. Under the 1948 amendments to this law, 
which was retroactive to January 1, 1948, the contribution rate on compensation 
paid during the calendar year depends on the balance to the credit of the railroad 
unemployment insurance account at the close of business on September 30 of the 
preceding year, as follows: 
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The rate for the following 
If the balance on September 30 is— year is— 
$450,000,000 or more___ bl ae : % percent. 
$400,000,000 but less than $450,000,000______- 1 percent. 
$350,000,000 but less than $400,000,000__.__.__. 144 percent. 
$300,000,000 but less than $350,000,000___-__. 2 ~=spercent. 
$250,000,000 but less than $300,000,000______- 2% percent. 
Less than $200,000,000_____................... 8 percent. 


Since January 1, 1948, when the above scale of rates became effective, the 
balance in the account has been over $450 million. In fact, the balance as of 
December 31, 1953, was $688 million. Therefore, the minimum rate of 0.5 percent 
has applied since January 1, 1948. 

During the 5-year period from July 1, 1948, to June 30, 1953, the total con- 
tributions by the carriers amounted to $91,425,823, or only 68 percent of the 
contribution for the single fiscal year July 1, 1947, to June 30, 1948. 

Very truly yours, 
A. BE. Lyon, Evrecutive Secretary. 

The Cuarrman. We have with us this morning our distinguished 
colleague from Florida, Mr. Bennett, who is interested in this legisla- 
tion and because he has committee duties to perform I assume there 
will be no objection to his appearing at this time. 

Mr. Bennett, you may proceed. 


STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Bennett. I thank you for this privilege and I would not have 
asked it except for the fact that General Grunther is expected to ap- 
pear before the committee I am on and I feel an obligation to be there 
as soon as possible. 

I deeply appreciate the privilege of your giving me the privilege of 
appearing here and testifying on proposals to improve the railroad re- 
tirement system. It is my understanding that we are primarily dis- 
cussing H. R. 7840 here today. I would like to read into the record a 
telegram concerning H. R. 7840 which I received on Monday of this 
week from Mr. J. R. Taylor, president of the Grand Association of 
Veterans Railway Employees. This is a Jacksonville, Fla. associa- 
tion of retired railroad employees. He says: 

At meeting today I was instructed by unanimous vote to request you to repre- 
sent this association before the committee Tuesday the ninth hearing on bill H. R. 
7840 which this membership endorses in its entirety. 

I believe this adequately outlines the enthusiastic stand which this 
organization has taken on H. R. 7840. 

One of my purposes in coming here today is to explain various pro- 
posals which have been made by the Grand Association of Veteran 
Railway Employees for improving the railroad retirement system. 
There are very many retired railroad employees in the district which I 
represent. I do not know how many thousands of them, but there are 
a substantial number of them. 

Several years ago, I was beseiged on all sides by retired railroad em- 
ployees who were interested in different types of revisions to the Rail- 
road Retirement Act. I told those who contacted me that I believed it 
would be best if an organization were formed to study and debate pro- 
posals to amend the act and to agree upon a set of proposals. In this 
way, we in Congress could be presented with concrete proposals which 
represented the views and wishes of a majority of those interested, 
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after full debate. They thereupon organized the Grand Association of 
Veteran Railway Employees. After debate and discussion, they pre- 
sented five proposals for amending the act upon which they were in 
agreement. 

First, they proposed that full annuities be paid to male and female 
employees after 30 years of service or at age 60, whichever is first 
reached, but retirement not being compulsory. They point out that 
under present law, female employees sltentty have the benefit of this 
suggestion. They argue that there is no reason why male employees 
should be treated less favorably, since their contributions to the fund 
are no less than those of female employees. 

Second, they suggested that maximum retirement annuities be in- 
creased to $180 and minimum to $75, or that annuities be computed at 
not less than half the amount of the employee’s salary or wages, based 
upon the 5 highest years of earnings, whether or not such years are con- 
secutive. 

The 1951 amendments partially achieved the maximum and mini- 
mum objectives of this proposal; they raised the maximum to $165.50 
and the minimum to $69. However, the Grand Association still be- 
lieves these figures are too low. The 5 highest year alternative offered 
in this proposal would override the present requirement that credit 
for earnings before 1936 must be based upon average earnings during 
the years between 1924 and 1931. Salaries during those years were 
extremely low. The present requirement works a hardship upon those 
with service before 1936. 

Their third proposal is that the widow’s annuity should be no less 
than the actual retirement annuity her husband was receiving before 
his death or would have received if he had lived to age 65. 

The Grand Association argues that an employee’s wife is really a 
part of the family working team, performing many services necessary 
to his continued efficiency and effectiveness as an employee. They 
also maintain that the increase thus requested is necessary for adequate 
provision for the widow’s upkeep and that she is very unlikely to be 
able to supplement the income by employment. 

The fourth suggestion of the Grand Association was that there be no 
reduction in disability, retirement, and survivor annuities on account 
of other incomes. 

Their fifth suggestion was that an employee who continues in em- 
ployment after age 65 be given additional credits. The 1951 amend- 
ments subsequently enacted their last suggestion into public law. 

These proposals were in the form of a petition signed by about 
1,000 retired railway employees. I hes today sent the committee a 
copy of the full text of that petition. The original was filed with the 
Douglas committee which was appointed about a year ago. 

In addition, they have asked that everything possible be done to re- 
duce administrative expenses of the Railroad Retirement Board in 
order that benefits may be made more liberal. They are especially 
critical of the public relations, advertising, and publicity expenditures 
of the Board, especially since participation in the program is com- 
pulsory. 

There may have been some reduction in administrative expenses 
since these suggestions were made. Nevertheless, I believe this com- 
mittee should exercise close surveillance over the operating expenses of 
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the Board with a view to recommending needed economies. I have 
also sent to the committee a copy of a letter outlining ways in which 
economy and efficiency might be promoted in the administration of 
these acts. The contents of this letter were the result of the sugges- 
tions of this group of thousands of retired railroad employees in “the 
district I represent. 

Another aspect of railroad retirement legislation in which this or- 
ganization has shown considerable interest is se parating railroad re- 
tirement from social security. However, this committee has already 
acted effectively in this field, having reported favorably H. R. 356, 
which has now passed the House. 

I am wholeheartedly in favor of these proposals if the committee 
should find that they are actuarially sound. Of course, I would not 
favor and I am certain the Grand Association would not favor and I 
am certain this committee would not favor depleting the fund in such 
a way that it would petey: the future of the railroad retirement 
program. However, to the extent that we may liberalize benefits 
within the bounds of actuarial soundness, we will be helping a very 
deserving group of people who served our country’s transportation 
system faithfully over a long period of years. 

They made very substantial contributions to their modest pensions, 
particularly when contrasted with those who draw social-security 
benefits. 

I deeply appreciate the committee’s allowing me to be present with 
you today. 

The CruatrmMan. We appreciate your presence, Mr. Bennett. We 
shall give consideration to the suggestions you have made. I assume 
from the first portion of your statement that the organization whose 
viewpoints you have expressed this morning is in favor of H. R. 7840. 
Of course, as you realize, the suggestions contained in that communi- 
cation are not before us in the bill, H. R. 7840, but nevertheless it will 
be taken into consideration if and when those matters to which it re- 
lates are taken up. 

Mr. Benner. Thank you very much, sir. 

(The following additional information was later submitted by Mr. 
Bennett :) 

House OF REPRESENTATIVES, 
Washington, D. C., March 10, 1954 
Hon. CHARLES A. WOLVERTON, 


Chairman, House Interstate and Foreign Commerce Committee, 
Washington, D.C. 

DeAR Mr. WoLveRTON: In my testimony before the committee today, I referred 
to two sets of suggestions which have been made by the Grand Association of 
Veteran Railway Employees of Jacksonville. I preferred not to submit these 
statements as part of my testimony, since I did not want my statement to be 
unduly lengthy. Nevertheless, I feel that I have a responsibility to call these 
suggestions to the attention of your committee. I would appreciate your consid- 
eration of them, enclosed herein. 

Thanking you and with kindest regards, I am 

Sincerely, 
CHARLES E. BENNETT, M. C. 
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STATEMENT ON WHY THE CHANGES IN THE RAILROAD RETIREMENT ACTS SHOULD 
Be MADE, AND MADE IN BEHALF OF A GROUP OF PROPOSALS SENT TO HON, 
CHARLES BE. BENNETT, FEBRUARY 15, 1952, IN THE FORM OF A PETITION SIGNED 
By ALL CLASSES OF RAIL WORKERS THAT S80 DESIRED 


PROPOSAL NO, 1 


That full annunities be paid to male and female employees after 30 years 
of service or age 60, whichever is reached first, but retirement not being com- 
pulsory. 


STATEMENT 


The law now allows female employees, who will have attained the age of 60 
and will have completed 30 years of service, to retire with full pension, yet it 
also allows an individual (or male) to retire at age 60, who has completed 30 
years of service, but his annuity is cut one one hundred and eightieth for each 
calendar month that he is under age 65, when his annuity begins to accrue. 
Why? This is a very clear case of discrimination, as both male and female 
employees are required to pay taxes in the amount of 614 percent on their salary 
up to $300 each month. So why should the male have to take a reduction in his 
annuity if he selects to retire after he has 30 years’ service and is 60 years old. 

A good argument on the 30-year service or 60-year-old retirement is that 90 
percent of all railworkers begin their employment at age 21 to 30. Therefore 
they will have to work an average of 35 to 44 years before they will be entitled 
to full annuities. It is true that the longer he works the greater his annuity will 
be, but this is not the idea of a good sound pension. Majority of all the rail- 
workers feel that there should be a goal to work forward to, such as a 30 years 
of service or age 60 plan, then if he is physically able he can continue on for 
bonus credits instead of being compelled to do so or take a cut. 

Statistics show that the average railworker of today is required to have a 
higher education, stand a more rigid physical and mental examination and be 
able to stand any kind of weather and unusual condition, it also shows that 
the work and operation of the trains are more strenuous on the mind of the 
average worker, due to the speed and accuracy that the Nation’s railroads must 
operate in order to meet the requirements of the public and shippers and com- 
petition of other carriers. 

According to the Railroad Retirement Board’s annual report of 1950, on 
page 30 and 31, there were 33,100 rail employees who died in 1949, 53 percent 
had been receiving benefits when they died, but only 1,500 of them were pen- 
sioners. The remaining 47 percent had not retired before their death. Ac- 
cording to the report their ages were as an average, 54 years old for the non- 
retired and 72 years old for the retired. Therefore, as shown by the report, 
47 percent of the men died with 11 years to go before they could have retired 
on full annuities, while 53 percent died 7 years after their pension had started, 
or to go further, the chart, table B27 on page 128 of the annual report of 1950, 
shows that out of the 33,100 employees who died in 1949, there were 30,641 
males; out of the 30,641 a total of 14,729 had not reached the age of retirement 
or 65. Out of the remaining 15,912, 8,977 died between the ages of 65 and 76. 
Thereby as a matter of record, this proves that nearly half of the men die 
before reaching 65 and over half of the remainder died within 10 years after 
reaching 65. It is true that this is only 1 year’s tabulation, but it is a good 
figure to base almost all of the preceding years. 

It is true that the present law provides for disability annuities, but the av- 
erage railworker does not care to feature himself as a hopeles cripple or injured 
person in order to draw benefits that he has paid for so many years. He 
had rather have a goal to work to, and know that after he has completed 
his time with his employer, that he will have a few years left to enjoy this 
beautiful United States and be able to meet his expenses on the annuity he 
has paid for with money and service to his occupation. It will be a grand 
and glorious feeling for a railworker to know that he would be able to do this 
rather than to work until he’s gone before he is allowed to step down. Under 
the present setup it’s just like comparing an old wornout piece of machinery 
being replaced by a new piece of equipment, the old piece to be discarded as 
junk to lay around and rust. The same way with the old pensioner, just 
thrown aside on a small annuity until he dies. That is why they are seeking 
the proposed amendment. 
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PROPOSAL NO. 2 


(a) That the maximum retirement annuities be increased to $180, and mini- 
mum annuities to $75, or— 

(0) That annuities to be not less than half salary or wages, based on the 5 
highest years of earnings, whether or not such years are consecutive. 


STATEMENT 


Proposal 2 (a@) was partially taken care of by the 1951 amendments. But 
it only gave a maximum of $165.50 and a minimum of $69, a difference of 
$14.40 and $16, maximum and minimum, respectively. 

Proposal (0) was offered in conjunction with 2 (@), as a substitute, although 
it has its important bearings too. Since the law was enacted on August 29, 
1935, and the final procedure was dated January 1, 1936, a railworker at this 
time cannot have over 16 years’ service paid into the acts. So in order that 
he can establish credits of 30 years’ service, should he desire to go on his 
pension at this time, he would have to go back before 1936 to get his remain- 
ing 14 years, but in so doing so the law states that he must base his earnings 
for those 14 years on his average earning during the years of 1924 and 1931. 
It is true that the railworker that was working at that time did work more 
regularly, but it is also true that the reduction in forces has cut many a 
railworker off and there were thousands that did not render a day’s service 
on account of the depression that hit those years. It is also true that the 
salaries at that particular time were extremely low. Most of the operating 
railworkers only made from $100 to $180 a month, and the nonoperating from 
$50 to $120. Therefore if the railworker wanted to take his pension at this 
time, he would most likely have an average of $250 in compensation for the 
16 years he had paid into the acts, but when he had to go back for those years 
he lacked, the 1924-81 average would cut his whole average down to around 
$180 monthly compensation for the 30-year period. The law states, “The 
annuity shall be computed by multiplying an individual’s ‘years of service’ 
by the following percentages of his ‘monthly compensation’: 2.76 percent of 
the first $50; 2.07 percent of the next $100; and 1.38 percent of the next $150.” 
So it can easily be seen that the individual would have been entitled to an 
annuity of about $150, but the 1924-31 clause cut him down to about $115. 

The figures mentioned in explaining this procedure as to the salary and an- 
nuity are only as an example and in no way figures as an average, as the 
Railroad Retirement’s Board issue of the Monthly Review for March 1952 
shows that the average annuity now being paid is $94.53. This does not 
seem justifiable in accordance with the amount that the employees and employers 
invest into the fund. 

Now if the 5 highest years of a man’s or woman’s earnings were used to 
compute the annuity, as proposed, then it would do away with computing the 
employee’s annuity on the 1924-81 average, when it was necessary for them 
to have to go back before 1936 to establish service credits. And it is believed 
by a large majority that if this plan was accepted that it would do away with 
a lot of administrative expense and research under the 1924-31 plan, and help 
to offset the expense that may occur under the 5 highest years proposal. 


PROPOSAL NO, 3 


Where the death of an employee occurs before or after retirement, his widow 
shall receive the pension or annuity her husband would have received or was re- 
ceiving at the time of his death, provided she does not remary, but in no instance 
will it be amended to be less than 75 percent. 


STATEMENT 


This proposal speaks within itself. The law is now set up in the following 
manner for the employee, if he is injured or becomes disabled: “Individuals hav- 
ing a current connection with the railroad industry, and whose permanent physical 
or mental condition is such as to be disabling for work in their regular occupa- 
tion, and will have completed 10 years of service, or will have attained the age 
of 60, will be entitled to an annuity of $4.14 multiplied by the number of his 
years of service, or $69, or his monthly compensation, whichever is the least.” 

It is the opinion of all concerned, that where this is the case set up by the 
law for all employees that if he should get killed, or die, that it would be of a 
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nature of total disability to his spouse, as she participates in his employment as 
much as he does. She keeps him physically fit by preparing his meals regardless 
of hours. She keeps his clothes clean and presentable and takes care of him 
morally and physically so that he is able to render his service to his employer 
in the proper efficiency, and last but not least, she is a preson that shares all his 
worries and responsibilities as well as maintaining his home and housheold 
duties. And it is felt by all that she should immediately start receiving an an- 
nuity as proposed, if anything should happen to her husband as stated above, 
without her having to wait until she is 65 years old, or being forced to take a 
lump-sum settlement, if the circumstances are such that she can’t afford finan- 
cially to wait until she is the required age, which in average cases is the truth. 

It is true that the law provides for the widow, if she should have a child 
under the age of 18, or if she is age 65, at the time of the loss of her husband, 
but the annuity of the widow with the child under 18 is cut out when the youngest 
child reaches 18, and she is not eligible again, until she reaches the age of 65, 
and it is commonly known that it is almost impossible for an elderly female to 
obtain employment. 

The Railroad Retirement Board’s Annual Report for 1950 shows that out 
of the 30,641 males that died in 1949, 69 percent were married, 52 percent of 
the married employees were survived by widows under age 65 with no children 
under age 18, 31 percent by widows age 65 or over, and the remaining 17 percent, 
by widows under age 65 with children under age 18. These statistics can be 
found on page 382, of the 1950 annual report. 

It can easily be seen why this proposal should be added, as it is already set up 
as a guaranty for the employee and could be passed on to his survivor without 
any more expense, 





PROPOSALS NOS. 4 AND 5 


That disability, retirement, and survivor annuities be not reduced by any 
amount because of other incomes. 

That an employee who continues in employment after age 65, shall receive 
additional credits. 

STATEMENT NOS. 4 AND 5 

Were taken care of in the 1951 amendments and do not at this time seem 
too important as if the above proposals are accepted, it will adjust a big part 
of the proposals 4 and 5 that were not amended in 1951. 


CONCLUSIVE REMARKS 


All the emphasis that can possibly be used should be in testimony before the 
committee, of the importance of using economy on the Railroad Retirement 
Board's administrative expense. There is no doubt whatsoever that the Board’s 
administrative offices are overloaded, from the main office right on down to the 
local field offices, and that if a lot of economy was used in the Board’s adminis- 
trative duties, it could bring about more benefits for the individual investor. 
This was proven in the Railroad Unemployment Insurance Acts. By this we 
mean that the railroads were taxed 3 percent on all salary of an employee up to 
$300. They asked a cut in taxes as the fund was growing too large, but the Con- 
gress only doubled the benefits for the employee, but the fund still continued to 
grow in spite of this award, so the Congress cut the tax to one-half percent as 
long as the balance in the fund does not fall below $450 million, but the fund 
still continues to grow and it has not been necessary to increase the tax. 

It cannot be understood by the average railworker why it is necessary to pay 
3 men $15,000 a year plus expenses and per diem allowance to act as an executive 
board, or to maintain a personal relation, advertising, and publicity department, 
when the participation is compulsory. They can’t understand why it takes so 
many workers in the local offices when they don’t keep any records to speak of 
or are able to give you any information asked of them readily. Or why the offices 
are in high-rent districts. Or last but not least, why it took $4,744,000 to admin- 
ister the Railroad Retirement Board alone for the year 1950. This does not 
include the expense for the Unemployment Insurance Acts as the railworker does 
not contribute to it and thereby has no argument to its expense, but he is com- 
pelled to finance half of the retirement account, and therefore should have a 
voice in this matter as well as selection of its duties and the manner in which 
it is carried out. 
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REFERENCE 


Data used and compiled here was taken from United States Code Annotated, 
title 45, Railroad Retirement Acts, and Railroad Retirement Board’s Annual 
Report 1950. 


GRAND ASSOCIATION OF VETERAN RAILWAY EMPLOYEES, INC., 
4850 Bethwood Circle, Jacksonville, Fla., December 28, 1951. 
Hon. Cuas. E. BENNET, 
Member of Congress, Jacksonville, Fla. 

DeaR Mr. BENNETT: At a meeting of the members of this association held on 
December 14, 1951, I was instructed to submit the following suggested changes 
in the law governing the administration of the Railroad Retirement Act: 

1. That a study be made with a view of decentralizing the general offices of 
the Railroad Retirement Board in Chicago by establishing divisional or regional 
offices for the processing of claims and the payment of annuities. We believe 
that this would result in better and more prompt service, and would result in 
much savings, and suggest the following changes. 

(a) That all district offices be abolished. It is our concerted opinion based 
on personal contacts and observations, that these offices serve no purpose that 
fieldmen working out of divisional or regional offices could not serve better and 
more economically ; 

(b) That fieldmen out of divisional or regional offices be required to visit all 
persons having difficulty in establishing their claims, and assist and advise them, 
and make individual reports on facts learned. We know and have known of 
many persons who have struggled along for months, even years, trying to accumu- 
late information necessary to establish their claims. Some of these were illiter- 
ate and/or disabled and unable to understand or do the things necessary, and 
consequently suffered hardships during the processing of their claims; 

(c) That officers and employees of the Railroad Retirement Board be taken 
from the ranks of railroad employees, as far as practicable, and that railroad 
employees and/or their widows or their children receive priority in positions 
with the Railroad Retirement Board; and 

(d) That officers and employees of the Railroad Retirement Board be restricted 
to their administrative duties only as provided under the Railroad Retirement 
Act. 

2. That the practice by the Railroad Retirement Board be prohibited from 
deducting 5 percent from service records established by affidavits, and that they 
be required to give credits for these deductions in all cases where same has been 
done. We find no law for this deduction, but think it to have been an arbitrary 
rule fixed by the Board. 

If it is sanctioned by law, we suggest the law be repealed. It would be just 
as reasonable to discount these affidavits in their entirety as to discount them 
5 percent, or any other amount. 

8. That a thorough inquiry be made into the unemployment law, and the 
benefits thereunder with a view of : 

(a) Reducing to a minimum the requirements for establishing claims there- 
under, and 

(b) Increased benefits thereunder, taking into consideration the very great 
increase in actual living costs. 

Your transmittal of these suggested changes to the committee appointed to 
make a study of the Railroad Retirement Act, with your recommendation that 
they be given consideration, will be highly appreciated. 

The undersigned, with other members of our committee, would be glad to 
discuss these matters with you at your convenience, if you desire. 

Thanking you very much for the consideration I am sure you will give these 
matters, I am 

Yours very truly, 
W. B. GuNN, 
Chairman, Legislative Committee. 


The Cuatmrman. The next witness will be Mr. Thomas Stack, presi- 
dent of the National Railroad Pension Forum, Inc., Chicago, Ill. Mr. 
Stack, you may proceed. 
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STATEMENT OF THOMAS STACK, PRESIDENT, NATIONAL 
RAILROAD PENSION FORUM, INC. 


Mr. Sracx. Mr. Chairman, and members of the ene on Inter- 
state and Foreign Commerce of the House, my name is Thomas 
Stack. I reside at 1104 West 104th Place, Chicago, Ill. Iam n preside nt 
of the National Railroad Pension Forum, Inc., a chartered organiza- 
tion under the laws of the State of Illinois as a nonprofit educational 
group comprised of union and nonunion employees, subject to the 
Railroad Retirement Act. 

We are the largest pension group in the country with membership on 
821 railroads and affiliated bureaus. We deal exclusively with the 
Railroad Retirement Act and its beneficiaries. In this position of 
trust, we are in a position to voice the sentiment of those under the act, 
and through the medium of some 1,400 group leaders we have in the 

rarious terminals, offices, and yards of the railroads, we are kept in- 
formed as to the needs of the employees on the various systems. So, 
we at all times have our hand on the pulse of the railworker and can 

say without fear of contradiction that we express the needs and desire 
of all railroad employees inasmuch as 90 percent of our membership 
comprise members of the various crafts of the brothe rhood. 

I have behind me some 38 years of service on the rails, before being 
drafted for the position I now hold. In 1947 when changes in our re- 
tirement act detrimental to the interests of our employees were forced 
upon us by an act of Congress, that deprived the employees of 
the lump sum residual benefits and increased our taxes almost double to 
maintain the system, it was then that the National Railroad Pension 
Forum, Inc., was born to carry this task, when it became apparent that 
we, the railroad employees, were being exploited by sinister interest 
foreign to the interests of our people. 

I rise today in opposition to H. R. 7840, which, to say the least, is a 
hallucination of the top brass and their satellites in the labor move- 
ment. Nota railroad man in the country knows about this bill. I re- 
ceived, over the weekend, long-distance calls from Dallas, Minneapolis, 
Chicago, Savannah, New York, Wilmington, Philadelphia, and Balti- 
more, all asking what the bill was about and how they could assist in 
opposing same. That will be the nationwide sentiment in connection 
with this legislation. 

I will, at the conclusion of my remarks, ask you honorable gentle- 
men, to substitute this bill for H. R. 5269 which has been unive rsally 
accepted by the railworkers of this Nation. 

H. R. 7840 does nothing for the taxpaying employees except to in- 
crease the tax base from $300 per month to $350 per month. All rail- 
road employees today feel the ‘y are paying too much for the meager 
benefits received. To increase the tax base will increase the liability 
and the reserve fund will benefit little. Your honorable chairman, un- 
der Concurrent Resolution 52 of the Senate during the 82d Congress, 
served well on the Joint Committee of Railroad Retirement study. I 
would refer you to page 424 of that study report which, i in substance, 
advises that if the tax base was raised to apply on $500 per month tax- 
able payroll, it would increase the fund about $100 million per year but 


$67 million of this would be absorbed by the increase in the benefit 
formula. To increase the tax base less than $500 per month would in- 
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crease the liability so that the addition to the reserve account would be 
nil. 

This bill does nothing at all for the retired worker who is trying to 
subsist in the present economy. Here again, I would refer to part 2 of 
the study report, pages 26 and 2 27, which shows interesting statistics on 
the costs of living in the various cities of the country. You will note, 
for example, Chicago, the greatest rail center of our Nation, that a man 
and his wife would have to receive $1,818 per annum in order to live in 
our present economy. I will refer you to the monthly review of the 
Railroad Retirement Board, January 1954, which shows on page 18 
that the average annuity granted for October 1953, was $103.49 per 
month and for November 1953 was $104.01. 

H. R. 7840 proposes to exempt labor delegates from paying the sup- 
porting taxes into the retirement system from their union salaries. 

If those gentlemen manifested their alleged interest in the solvency 
of the railroad retirement fund, they certainly would not advance such 
a proposition in order to relieve them from the necessary accounting of 
this tax. 

They propose to give widow survivor benefits of age 60 years but 
make no mention of the employee who has lost his job with the rail- 
roads and finds himself, after years of service, destitute, unable to get 
work at his age and unable to qualify for railroad retirement benefits 
because he is under the present age of retirement which is 65 years for 
the male employees, eee under the present law the female help 
can retire at 60 years. H. R. 5269 again relieves this situation. 

H. R. 7840 provides a work clause of $100 per month on disability 
annuitants, on the grounds they are deemed recovered if they can earn 
this amount. This clause, in itself, is very viscious, and while at no 
time will we approve a work clause on railroad retirement, we want to 
point out to this honorable committee that 32 percent of our disabled 
workers have lost a member of their body, an eye, arm, or leg. Any 
financial balm they would receive would not recover them and to bar 
them from the field of labor would be most tragic. There may be 
minor cases of abuse in this connection but we should not throw away 
the whole apple because it carries a little spot. 

Now, under the provisions of our present act, those poor souls are 
entitled to increase their small railroad pension by doing little jobs 
as long as they do not receive more than $75 a month in six consecutive 
months. I realize, as some of those labor leaders testified a few weeks 
ago before the other body, that they were interested in eliminating this 
cheap help from the labor market so they could keep up the high wage 
standards. Sometimes, I question why those gentlemen should be 
allowed the profanity of calling themselves brotherhoods. 

Another feature of H. R. 7840 is the unemployment insurance pro- 
vision. We are a rank-and-file organization and, inasmuch as the tax 
supporting this feature is paid exclusively by the carriers, we did not 
interest ourselves in the unemployment, sickness, and maternity pro- 
vision of our act. 

However, under this bill those labor leaders have told us that an 
unemployed man should receive half his daily rate of pay while un- 
employed with a maximum of $8 per day. I believe the President in 
his message to Congress put those fine words in their mouth. But 
there is no difference today between an unemployed man and those on 
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an annuity, and still not a man who retired from the railroad today re- 
ceives half his daily or monthly rate for his annuity. He is lucky if 
he receives 25 percent of his daily rate. We are trying to relieve this 
situation by across-the-board increase for our retired people, with 
the provision of H. R. 5269. 

I wish to insert at this time in the record an address by the senior 
Senator from Illinois and, gentlemen, I have been fortunate enough to 
get some copies of this address, enough to get some copies of this ad- 
dress, enough to go around in the committee. If the Chair will per- 
mit, I would be glad to have each of the members receive a copy of this 
recommendation of the Senator from Illinois. 

The Cuarmman. The clerk will see that they are distributed. Do 
you wish this speech of Senator Douglas to be made a part of the 
record ¢ 

Mr. Sracx. I wish this speech, at this time, Mr. Chairman, to be 
made a part of the official record. 

The CuatrMan. I suppose it is appropriate to allow that courtesy 
to the Senator from Illinois, who was a member of the joint committee. 
I assume this speech relates somewhat to the subject matter of the 
joint committee. 

Mr. Srackx. That is right, Mr. Chairman. 

The Cuarreman. If there is no objection, it will be made a part of 
the record at this point, although I would not want to say that this 
would be a precedent that would always be followed. 

(The address is as follows :) 


BetTer BENEFITS UNDER THE RAILROAD RETIREMENT SYSTEM 


(Extension of remarks of Hon. Paul H. Douglas, of Illinois, in the Senate of the 
United States, Monday, August 3, 1953) 


Mr. Dovetas. Mr. President, as chairman of the Joint Committee on Railroad 
Retirement I believe that the railroad workers of this Nation deserve to know the 
possibilities of improvements in the railroad retirement system. I am convinced 
that better benefits can be achieved and that those of us who have worked to 
improve the Railroad Retirement Act will be able to persuade Congress to enact 
the necessary legislation next year. What railroad workers have a right to 
know, however, are the various types of changes under consideration. 

One of my proudest moments came when Congress passed the Douglas amend- 
ments to the Railroad Retirement Act in 1951. By these amendents we increased 
annuities and pensions by 15 percent, and in addition, provided a wife’s benefit 
equal to one-half the annuitant’s benefit up to a maximum of $40 a month. We 
also increased survivor's benefits by 33 percent and made other improvements 
without increasing tax rates. 

In July of this year the Joint Committee on Railroad Retirement completed the 
most thorough study ever made of the railroad retirement system. We found 
that at the present time the costs of benefits paid by the system are somewhat 
greater than its income on a level cost basis. Nevertheless, I believe substan- 
tially better benefits are possible by means of more profitable investment of the 
railroad retirement reserve and by other methods. Increasing tax rates will not 
be necessary. 

Mr. President, in order to inform all railroad workers and railroad retirement 
beneficiaries of the improvements under consideration I ask unanimous consent 
to insert in the Appendix of the Record a list of such possibilities. Congress can 
not make all of the changes included in the list. Nevertheless, after consultation 
with the Railroad Retirement Board, standard railroad unions and other in- 
terested parties, I feel certain that a sound program can be worked out. 

There being no objection, the list referred to was ordered printed, as follows: 
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IMPROVEMENTS OF THE RAILROAD RETIREMENT ACT UNDER CONSIDERATION BY CONGRESS 


1. An across-the-board increase in all benefits. 

2. A minimum monthly annuity of $100. 

3. Elimination of the dual benefits restriction. 

At the present time railroad retirement payments are usually reduced when 
the annuitant is also receiving social security benefits. Proposals have been made 
to eliminate this reduction. 

4. Calculation of benefits on a more favorable basis. 

Benefits are presently figured on the basis of overall average wages. Sugges- 
tions have been made for figuring payments, instead, from the employee's average 
earnings during his 5 highest years. 

5. Lower age requirement for retirement on full annuity. 

Retirement before age 65 on a reduced annuity is already possible. However, 
some have suggested provision for retirement on full annuities at age 60 after 30 
years of service. 

6. Lower age requirement of wife for wife's benefit from age 65 to age 60 

7. Lower age requirement for widow’s benefits from age 65 to age 60. (Com- 
plete elimination of age requirement has also been urged for widows. ) 

8. Increase all survivor benefits substantially. 

Mr. Srack. This is an extract from the Congressional Record, page 
A5615 of the 83rd Congress, Ist session, which appears under date of 
August 28, 1953, and I quote: 

We found that at the present time the costs of benefits paid by the system 
are somewhat greater than its income on a level-cost basis. Nevertheless, I 
believe substantially better benefits are possible by means of a more profitable 
investment of the fund and by other methods. Increasing tax rates will not be 
necessary. 

If you read further this article, you will find that this gentleman 
who acted as chairman of this study committee named those addi- 
tional benefits, which included lowering the age of retirement, the 
eliminating of the test period years 1924—31 in arriving at an equitable 
basis, across-the-board increases in rail pensions and annuity. All 
of those prov isions are carried in H. R. 5269, the bill we support. 

The reserve in the railroad retirement account today 1s close to 

billion. The Federal Government uses this money for current 
expenses and puts [OU’s in the Treasury. While this is backed by 
the United States Government, nevertheless should the retirement 
account need this cash for benefits, the Government would have to 
float bonds to meet the obligation and the railroad employee, again 
as a member of the taxpaying public, would have to contribute his 
share in taxes necessary to pay his own pension or annuity. 

The active number of railroad employees has been decreasing 
steadily every year. Last year was one of the high employment years 
and showed 1,250,000 employees, that is, career employees working 
for the American railroads. If the reserve fund is, today, $3.5 billion 
this would give each employee under the act an equity in the reserve 
fund of $2,800 per person. 

Now, take soci: ; security with a $20 billion reserve and 50 million 
active workers. This would give each employee an equity in that 
act reserve of about $400 although the social-security formula is used 
in many cases on rs ailroad retirement because the benefits are higher. 
Last year $278 million was put in the railroad retirement reserve 
and this is $224 per employee. 

Now, the average wage of employees was less than $200 per month 
from January 1, 1937, to December 31, 1953. Should the employee 
die, his next of kin would be entitled to the residual lump-sum benefit. 
This is 4 percent of his earnings January 1, 1937, to December 31, 
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1946, and assume his earnings were $200, this would make $960. Boren 
percent thereafter for 7 years would make $1,176 or a total of $2,136 
so you can readily see that the reserve on the face of it is too high 
for the obligations. 

Blacks Law Directory defines a trust fund as follows : 

A fund held by a trustee for a specific purpose of the trust, in a more general 
sense a fund which legally or equitably is subject to be devoted to a particular 
purpose and cannot and should not be diverted therefrom. 

If the proper trust fund was established, then the trust could 
invest in gilt edge securities. The Federal Government themselves 
have Treasury certificates bearing 4 percent per annum, whereas mu- 
nicipal bonds, a majority of which are held i insurance companies, 
pay 414 to 5 percent. An increase of 2 percent of the interest, rate 
on $314 billion reserve would yield $70 million. We now receive 3 
percent interest rate from the Government on this fund. 

This is one of the recommendations we were about to make when 
Hi. R. 5269 did receive your consideration. We believe the fund is 
overfinanced and that H. R. 5269 can and should be passed, which 
will cost no financial disruption of the fund. 

I would again refer you to the January monthly review of the 
Railroad Retirement Board on page 2, in which the financial inter- 
change provision of the 1951 amendments has been completed. ‘This 
shows that the railroad retirement account owes the social-security 
trust fund $448 million, plus 11.6 million in interest, but the offset 
shows the social security owes the railroad retirement account $1.8 
billion, which is a net to the retirement board of $1,340,400,000, or 
better than $1.3 billion for the years 1952-53 fiscal year. This tre- 
mendous savings was not reflected in the fifth actuarial survey of 
the Retirement Board which was released last year, and changes the 
whole status of that account. 

Another feature I would like to bring to your attention is the 
savings at the Retirement Board. Due to an investigation of their 
operation by the Appropriation Committee of the House, several field 
offices have been abandoned. Unnecessary field operators have been 
eliminated. Expense accounts have been curtailed. The regional 
offices of the Bc wd at both Minneapolis and Denver have been closed. 
A great saving will come from this source. So, never since its opera- 
tion has the Board been in a better financial position than it is at 
the present time. 

This Congress has done nothing for the rail workers. It is true 
that you passed H. R. 356 on July 24, 1953, but this only restored 
the act to its former status prior to the 1951 amendments, when the 
dual restriction rider was injected into our legislation by the other 
body. It is time now that we received some action and H. R. 7840, 
which adds more fringe benefits to the system, is not certainly the 
answer. I would ask, therefore, that you do something now for the 
taxpaying employee, and the retired worker whose ne eds are alarm- 
ing. Those employees may find consolation in the good book 
which states, “To work I am not able, to beg I am ashamed.” You 
will be doing God’s work in helping your fellow man. This poor 
individual, whose case I plead before you today, I would ask in your 
executive session, that you substitute H. R. 5269 for the bill under 
consideration, which will be a blessing to the rail workers of this 
Nation. 
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At this point, gentlemen, I would be glad to submit, if the Chair 
agrees, copies of some wires that the good chairman has received. 
One of those is under date of March 8, representing the employees 
from the B. & O. office where a canvass was made at Baltimore and 
in which they do not want your consideration of H. R. 7840 because 
of the increased taxation without comparable benefits, and they want 
the passage of H. R. 5269. 

I would be glad to submit for the record another letter which was 
sent by Mr. W. E. Frank, from Philadelphia, after a canvass of the 
Pennsylvania office, which is possibly the largest railroad office in the 
country, in which he specifies that they do not want any fringe 
benefits as covered by H. R. 7840, and he specifies that railroad 
workers feel that they pay for their pension and should write their 
own ticket, and all of them favor H. R. 5269. 

Now, I would, also, submit to the commnlaties at this time a copy of a 
wire that the chairman has received from the Brotherhood of Railway 
Shop Craft Supervisors, at Altoona, Pa., that again represents the big- 
gest railroad shop in the country. These men there are absolutely op- 
posed to H. R. 7840 and want the passage of H. R. 5269. 

If it is the pleasure of the chairman of this committee, I would be 
glad to submit those three letters, or copies of letters, in the official 
record. 

The Cuatrman. I assume that there would be no objection to the 
insertion of the three letters to which you have referred. I might 
say that the chairman has received a great many telegrams dealing 
with this subject. Now, I do not assume that those for or against the 
legislation are asking that all of those telegrams be made a part of the 
record. Your request for submission of the three for the record is 
reasonable and will be complied with unless there is some objection on 
the part of the committee. 

(They are as follows:) 

[Telegram] 
BALTIMORE, Mp., March 8, 1954. 
Representative CHARLES A. WOLVERTON, 
House of Representatives Office Building, 
Washington, D. C. 

Baltimore railroaders all lines disquieted with your consideration H. R. 7840 
because of increased taxation without comparable benefits. We favor your con- 
sideration H. R. 5269, supported by National Railroad Pension Forum which 
provides long overdue benefits for railroad men and women. 

Rosert B. Byrnes. 


Monpay. 

Tom. Just a note to tell you that I passed your message around. Telegrams 
are going into Washington addressed to Wolverton. 

Wrote Granahan, today, telling him that people here are in a storm of protest 
and are against the proposed Wolverton bill. Railroad workers will not stand 
for any more fringe benefits nor for any increase in cost whether on the base or 
the percentage figure. Railroad workers feel they pay for their pension and 
should write their own ticket—all favor H. R. 5269. ° 


BILL. 
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3ROTHERHOOD OF RAILROAD SHOP CRAFTS SUPERVISORS, 
PENNSYLVANIA RAILROAD SYSTEM, 
HORSESHOE CURVE LOCAL, No. 1, 
Altoona, Pa., March 8, 1954. 
Hon. CHARLES A. WOLVERTON, 
House Office Building, Washington, D.C. 


HonorasBle Sire: I have been authorized by the officers and members of the 
Brotherhood of Railroad Shop Crafts Supervisors, Pennsylvania Railroad Sys- 
tem, to inform the chairman of the House Interstate Committee that the major- 
ity of railroad employees insist on the enactment of H. R. 5269 and are opposed 
to H. R. 7840. 

Prompt action on the amending the railroad retirement laws will alleviate the 
serious unemployment prevalent on all railroads, and conditions are becoming 
more acute daily. 

The railroad worker, more conscious of the power of his vote, will react, in 
November, in direct proportion to the amount of benefits accrued to him through 
the liberalization of the railroad retirement act. 

Respectfully yours, 
Leo J. Vocer, Secretary. 

Copy of night letter—will follow up with letters and cards to Chairman Wol- 
verton. 

Mr. Youncer. Unless other telegrams that are favorable are going 
to be allowed to go into the record, I do not see why these should go in, 
and I just raise that point. 

The Cuarrman. This request has been made by the gentleman with 
respect to only these three, as I understand it. 

Mr. Strack. That is right. 

The Chairman. I though it was reasonable enough that the com- 
mittee would probably be willing to permit that. If others have re- 
quests to make with respect to telegrams, we will deal with them as 
they present their requests. 

Are there any questions, gentlemen ? 

Mr. Dotuiver. I am particularly interested in one statement which 
you make here and that is with reference to the investment of the fund 
of the Railroad Retirement Board. Of course, it is provided by law 
that they are to be invested at a certain rate in Federal securities. 
Now, is it your proposal that part of the law be changed and that these 
funds be invested in some other form of investment than that ? 

Mr. Strack. I think that the fund should be put in a regular trust, 
in which the trust would have the privilege of investing the funds in 
more profitable securities. 

Mr. Dotuiver. What type of securities would you suggest in that 
respect / 

Mr. Sracx. You have Treasury certificates that pay 4 percent, 
which is 1 percent more than we get. 

Mr. Dotutver. Those are short-term obligations, I take it. 

Mr. Strack. You have refinance construction corporation certificates 
that pay 4 percent. 

Mr. Doxtiver. I said exactly the opposite of what I meant. Those 
are long-term obligations. 

Mr. Youncer. There is no 4 percent bond out guaranteed by the 
Government, or a Government bond that I know of. 

Mr. Douurver. Would you suggest the investment of these funds in 
railroad securities ? 

Mr. Strack. Well, the railroads seem to be a dying proposition in the 
country, I am sorry to say. 
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Mr. Douuiver. Would you suggest they be invested in municipal 
bonds? 

Mr. Stack. I would say municipal bonds. 

Mr. Dottiver. How about common stocks ? 

Mr. Stack. No, no common stocks; gilt-edge securities. 

Mr. Do.tuiver. Gilt-edge securities ? 

Mr. Strack. Yes, the same as the insurance companies. 

Mr. Dotiiver. That is all. 

Mr. Rogers. Mr. Stack, | was just interested in this expression you 
make here, in which you say it comes from the Good Book, “To work 
I am not able, and to beg I am ashamed.” Where is that taken from ? 
The Good Book also refers to the Bible, and what part of the Bible? 

Mr. Stack. That comes in one of the gospels there of the parable 
that was made in which the man found ne too old and he found 
himself in that position. I have heard it read several Sundays in 
church and I don’t know just the page of the item number. I think all 
of your good colleagues possibly, if they attend church, have heard it. 

Mr. Rogers. I would like to know where it comes from, if you can 
find it for me and give it to me privately. 

Mr. Strack. I will be glad to find it for you. 

Mr. Harris. I should like to say, Mr. Stack, that you are talking to 
a member of this committee who probably is one of the most noted 
authorities on the Bible in Congress, so you had better be careful about 
your quotations. 

Mr. Hare. May I ask a question, Mr. Chairman ? 

Mr. Stack, did I understand you to say in reply to a question of 
Mr. Dolliver’ s, when he asked you about investing this fund in rail- 
road securities—you said something about r: ailroads being what ? 

Mr. Strack. I said they are a dying industry and I do not feel I 
would want to invest my money in that industry. 

Mr. Harr. A dying industry ? 

Mr. Strack. That isright. You realize that in 1920 we had 2 million 
regular employees on the r uilroads, and today we have only a little 
over 1 million. The competition in the r: ailroad field is terrific, both 
with the airplane industry and the trucklines, because there is no curb 
on those fellows and they are just working the railroads out of the 
picture entirely. 

Mr. Hae. Of course, any railroad retirement legislation must con- 
template that the enon industry is not going to die, must it not ? 

Mr. Srack. Well, I am just saying over a long period of time it will 
We thought the horse and buggy would not die, either some years ago. 

The CHarmman. Mr. Heselton ? 

Mr. Hesevron. I notice in your statement, Mr. Stack, you said that 
you would like to substitute ‘H. R. 5269, and you ad led, “whic h has 
been universally accepted by the r: ailworkers of this Nation.” How 
many members do you have in your group ? 

Mr. Stack. Well, up tothe end of last year, 117,000. 

Mr. Hesetton. How many railroad employees are there ? 

Mr. Strack. That is all railroad employees. 

Mr. Hesevton. I mean, how many railroad employees are there 
in the country ? 

Mr. Srack. 1,250,000 last year. 

Mr. Heseiron. Was this bill, H. R. 5269, introduced at the request 
of your organization ? 
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Mr. Sracx. Yes, after a canvass of the group leaders. Some 1,400 
group leaders that we have in the various terminals came in and 
approved that, and all of the railroadmen whether they were mem- 
bers of our organization or not gave that bill their support. 

Mr. Heseiron. Have you actually received from any railroad 
workers, or any number of workers outside of your organization, 
endorsements of that bill ? 

Mr. Strack. Yes; we have whole lodges of the brotherhoods that 
supported that bill. 

Mr. Hesetron. In what way did they indicate they supported the 
bill? 

Mr. Strack. They were 100 percent behind it. That is what they 
actually wanted. 

Mr. Heserton. Well, have they written to you to that effect? 

Mr. Sracx. They have on their own stationery, their brotherhood 
stationery. 

The Cuatrrman. Will the gentleman yield for a moment? I prob- 
ably am in a position as chairman to attest to that fact, judging by 
the thousands of communications that I have received. I assume 
that they are from members of the organization. It keeps my office 
busy almost every morning just to route the cards and the letters 
that come in. Whether it is the same individuals writing again to 
me day-after-day, I do not know. I have not been able ‘to answer 
them and we have sent out answers acknowledging receipts of the 
cards. If there are 117,000 members and they are all sending them 
in at the rate they are, I assume sooner or later I will have heard 
from the whole 117,000. 

Mr. Strack. Mr. Chairman, may I inject at this point the fact that 
the letters that you receive and the wires that you receive on this 
proposition are just the men that write. If you will go out in those 
yards or in those railroad offices and talk to the men that do not write, 
you probably would have 1 million railroad employees supporting 
the legislation. 

Mr. Hxsevron. You mean supporting the bill, H. R. 5269? 

Mr. Srack. Yes, sir. 

Mr. Hesruron. You really want to leave the impression with the 
committee that the great majority of railroad workers are supporting 
the bill ? 

Mr. Strack. That is right. 

Mr. Heseitron. You are aware of the fact that the Railroad Re- 
tirement Board estimated that the provisions of that bill would cost 
$235 million a year if all of the men took advantage of the 30-year 
half- pay retirement. Are you aware of that? 

Mr. Stack. That is why I brought in this particular brief, this social 
security interchange and the checkup of the Railroad Retirement 
Board by the appropriations committee in which there would be con- 
siderable savings there, and, also, the point that more profitable invest- 
ment of the fund would enrich the fund, if it was 2 percent, approxi- 
mately $70 million. 

Mr. Hesevron. Well, $70 million is in contrast to $230 million. 

Mr. Strack. But that is just one point, and the $70 million is a better 
investment of the fund. That isonly one of the features. 

Mr. Heserron. I take it that you are not in favor of increasing the 
tax rate more than it is now. 
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Mr. Strack. Well, the men, I believe, would be in favor of increasing 
the tax base. 

Mr. Harz. Would you repeat that, please ? 

Mr. Strack. They would be in favor of increasing the tax base if 
they were getting some direct benefits, such as is carried in H. R. 5269 

Mr. Heserron. How much of an increase do you think they woul 
be willing to pay ? 

Mr. Stack. I am not ina position to state that amount at this time, 
but when this bill here gets a little airing, we will be able to get the 
sentiments of these railroad employees as to that particular feature. 
But, so far, they are all against increasing the tax base to take care of 
these fringe benefits. 

Mr. Hesetton. Do you have a research office or division to analyze 
the provisions of legislation such as the Railroad Retirement Board 
does? 

Mr. Strack. They do not go into it that deeply ; they accept what the 
Railroad Retirement Board gives them. 

Mr. Hesevron. Has the Railroad Retirement Board endorsed H. R. 
5269 ? 

Mr. Stack. Well, Mr. Chairman, we were talking on that feature the 
other day, and I understood that the chairman did not know whether 
they had made a report on H. R. 5269 or not. Am I correct, Mr. Chair- 
man? 

The CuarrmMan. We will instruct the clerk to check on that. 

Mr. Hesevron. Does your organization meet in conventions to dis- 
cuss railroad workers matters, and adopt resolutions ? 

Mr. Srack. No; we have an executive staff of 26 leaders there, that 
are men employed, some of them in more or less responsible positions 
with the railroads, and they speak for those different railroads and 
then we have 1,400 group leaders that take up with our platform com- 
mittee as to having changes made in the Railroad Retirement Act suit- 
able to the employees in that particular territory. 

Mr. Heserron. Is your membership geographically spread all 
around the country ? 

Mr. Srack. It is nationwide, with possibly the largest number in 
Pennsylvania and the second largest number in Illinois. 

Mr. Hesexron. I take it that many, if not all, of your membership 
are, also, members of one or another railroad brotherhood. 

Mr. Sracx. That is right, 90 percent of them. The other 10 per- 
cent comprise some general agents or men holding executive positions 
with the railroads that are not eligible for membership under the 
brotherhood unions because they have no union covering that line. 

Mr. Heseuton. Has the Railroad Retirement Board reported on 
that bill? 

The CuHarrman. I have here before me a report submitted by 
William J. Kennedy, Chairman of the Railroad Retirement Board at 
that time, in which he states after stating his reasons that, “Although 
there are many other reasons why the Board believes that these bills 
should not be enacted, the fact that the bills would provide no addi- 
tional revenue to meet the substantial increase in the cost of paying 
benefits compels the Board, for that reason alone, to recommend that 
no favorable consideration be given to these bills.” 

That is a bill, H. R. 5269, introduced by our colleague, Mr. Cunning- 
ham, on May 19, 1953, and H. R. 5625 introduced by Mr. Radwan on 
June 9,1953. They are similar bills. 
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Mr. Heserron. Mr. Stack, in view of what the chairman has read, 
may I ask if my recollection is correct that you said that your mem- 
bership depended upon the Railroad Retirement Board for advice 
in this matter ? 

Mr. Sracx. Yes, sir, and we have not had very good advice from 
them in the past. That is one of the reasons why we were inte — 
in having these 26 jobs that Mr. Kelly wanted to remove to a class “c” 
rating at the Railroad Retirement Board put on this class “ce” otinn, 
because these gentlemen that are holding those key ceili at the 
Board have been sponsored and cosponsored by Congressmen, Sena- 
tors, and some labor organizations that are opposed to us. When we 
nut in this legislation before the Board, they use a certain formula, 
* their actuaries, to discredit that legislation, instead of using the 
formula to show how the legislation could be passed. 

Mr. Hessevron. You have departed from your original intention 
of relying upon them and now you do not like their advice ? 

Mr. Srackx. We have to accept them. They have the figures, and 
we do not have the figures nationwide. 

Mr. Youncer. Mr. Stack, on the fourth page of your statement, 
you used the statement, “Last year was one of the high employment 
years and showed 1,250,000 employees,” and you div ide that into the 
reserve to show what interest each employee has in that reserve fund. 
Why did you do that ? 

Mr. Srack. Those are career employees, and I wanted to show the 
difference between that and the social security setup. ‘That is the 
amount of reserve that is kept for the railroad employees. 

Mr. Youncer. You know that they are entirely two different 
systems. 

Mr. Sracx. That is right. 

Mr. Youncer. Why compare a horse with a cow ? 

Mr. Strack. One has $2,800 in there and the other one has only $400. 

Mr. Youncer. But one is on an actuarial basis and the other is not. 

Mr. Srack. That is right. 

Mr. Youncer. All right, then, I say one is a horse and one is a cow. 
Why try to mislead and use unfair comparisons of that kind ? 

Mr. Stack. Well, I do not think that is unfair. It is showing the 
two big systems in ay to show the relations of one to the other. 

Mr. Youncer. It is patently unfair because you are « ‘comparing two 
different things. 

Mr. Srack. But they are both operated by the Federal Govern- 
ment and their reserves are in there, in the Federal Government fund, 
and they are both operated practically on the same thing, although 
on social security they do not pay the tax rate that the. employees 
on; 

Mr. Youncer. The social security is not on an actuarial basis, and 
it never has been and we do not intend it to be that way. Now, you 
make another statement over here on page 5. You spe: ak of munie ipal 
bonds paying 414 and 5 percent. Iw ill ask you to bring to this com- 
mittee a list of all of the municipal bonds that you can find in this 
country that are currently paying 444 and 5 percent. Will you do 
that ? 

Mr. Srack. I will be glad to do that. 
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Mr. Youncer. For the further record, I would like to say this: I 
am a new member here, but this is the most intemperate statement 
I have seen filed here by any witness. I will close with that. 

The CHairman. Are there any further questions ¢ 

Mr. Hare. Mr. Stack, has any attempt been made so far as you 
know to poll railway workers on the proposal to increase the tax base / 

Mr. Srackx. Absolutely not. There was no poll of the railroad 
workers on that particular feature. 

Mr. Hair. To the best of your knowledge and belief, the sentiment 
of railroad workers would be opposed to an increase / 

Mr. Srack. That is right. 

Mr. Hate. That is all. 

The Cuarrman. Are there any further questions, gentlemen? If 
not, we thank you, Mr. Stack, for your appearance today. 

Mr. Srackx. Thank you, Mr. C hairman and members of the com 
mittee. 

The Cuairman. Now, gentlemen, the House has under considera 
tion this afternoon the excise tax bill for 4 hours and it will be gen 
eral debate. Is there a desired on the part of the committee to meet 
for an hour or two this afternoon during general debate, or as long 
as general debate continues? If not, it will be necessary then to ask 
that the witness for the Association of American Railroads appear 
next Tuesday. 

Would that be convenient, Mr. Fort ? 

Mr. Forr . That would be very convenient, Mr. Chairman. 

The Cuarrman. On Friday, we will hear from the Railroad Retire 
ment Board in a session of this committee commencing at 10 o'clock. 

Tomorrow, we have a session of the committee and the witnesses, 
I understand, will be Pee er apr of the State health organizations 
with reference to the bill which we had before us earlier in the week. 

Mr. Sraccers. Mr. Chairman, I had a question for the witness. I 
was very much interested in your statement and I was trying to read 
it through. I do not go quite so far as Mr. Younger did in his state 
ment but I am tempted to agree to this extent, that in any organiza 
tion in this country, we must have a democracy. There are 21 brother 
hoods that are represented here. In their own lodges, they elect local 
leaders, and they in turn elect States groups, and they in turn elect 
national representatives, is that right ? 

Mr. Srack. That is right. 

Mr. Sraccers. You have attempted in a way to discredit this demo 
eratic form of organization we have in our Government and in ou 
labor unions and in our fraternal organizations. I am wondering 
if that works in your organization, if you start from the grassroots 
to elect your various groups and then your State groups and the 
your national groups. 

Mr. Strack. That is right. 

Mr. Sraacers. I would like to ask this: Do vou solicit funds or con 
tributions through the mail for your organization ? 

Mr. Srack. That is right. $1 a year membership. 

Mr. Sracerrs. You do this through the mails? 

Mr. Stack. Yes, sir. 

Mr. Sraccers. Have you filed the appropriate forms with the inter 
nal revenue as a nonprofit or educational institution or group? 
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Mr. Stack. Yes, I file a lobbyist statement here every 3 months and 
we file that form 990, with the Federal Government, and we have per- 
mission as an educational group to not pay income tax on our 
membership. 

Mr. SraccErs. Not to pay any income tax on your membership ¢ 

Mr. Srackx. Yes, under form 990, as we are chartered in the State 
as an educational group and as such we are entitled to that provision. 

Mr. Sraccers. I would like to get it clear in my own mind, and this 
is only for my own information. I guess I can get it from other places 
but I thought I would ask you here: I am interested in this fact of 
your organization being an educational group. 

Mr. Stack. Yes. 

Mr. Sraacers. Filed so with internal revenue, is that right? 

Mr. Sracx. That is right. 

Mr. Sraccers. I wanted to know that. I can get the information, 
but I just wanted to ask you how you did in this organization because 
I am interested in a democratic form for any group and I do believe 
the brotherhoods work that way and they elect their local leaders and 
their local leaders get together and elect State leaders and the State 
leaders elect their national leaders. 

Mr. Sracx. In our group, as far as shops and places like that are 
concerned, they pick their own delegate. Those are the 1,400 group 
leaders that I mentioned and told you about. Those are the fellows 
that speak for the men in those particular shops and offices. They 
relate that information to us which comes to our platform committee, 
and that isthe basis on which our program is framed. 

Mr. Sraccers. You have a local election then, and local meetings, 
that get together and have an election 2 

Mr. Srack. That is right, for their particular delegate. That is for 
their particular delegate in that shop or office or whatever it is. 

Mr. Sraccers. That is all, Mr. Chairman. 

The Cuatrman. Is there anything further, gentlemen? If not, we 
thank you for your attendance, Mr. Stack. 

The committee will adjourn at the call of the Chair. 
(Whereupon, the committee recessed at 12 noon. ) 
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AMENDING RAILROAD RETIREMENT ACT, RAILROAD 
RETIREMENT TAX ACT, AND RAILROAD UNEMPLOY- 
MENT INSURANCE ACT 


FRIDAY, MARCH 12, 1954 


House or RepresENTATIVES, 
COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10:30 a. m., in 
Room 1334, New House Office Building, Hon. Charles A. Wolverton 
(chairman) presiding. 

The Cuatrman. The committee will be in order. We will continue 
with H. R. 7840, a bill to amend the Railroad Retirement Act, the 
Railroad Retirement Tax Act, and the Railroad Unemployment In- 
surance Act. 

The members of the Railroad Retirement Board are present—Hon. 
Raymond J. Kelly, chairman, Mr. Horace W. Harper, and Mr. F. C. 
Squire, members. 

Is it the desire of each of you to testify, or will testimony be given 
through some one member of the Board ? 


STATEMENT OF RAYMOND J. KELLY, CHAIRMAN, RAILROAD 
RETIREMENT BOARD, CHICAGO, ILL. 


Mr. Kentity. Mr. Chairman, and gentlemen of the committee, I am 
Raymond J. Kelly, Chairman of the Railroad Retirement Board. 

Mr. Bennerr. Mr. Chairman, may I just interrupt for a moment ? 

The CuarrMan. Certainly. 

Mr. Bennerr. I would like to say to the committee that Mr. Kelly 
comes from my State (Michigan) and we in Michigan think very 
highly of him. He is a past commander of the American Legion, 
national commander; and veteran of both World War I and World 
War Il. He is a prominent attorney and civic leader and we feel, 
Mr. Chairman, that he will do an outstanding job as Chairman of 
the Railroad Retirement Board. 

The CuHarrMan. We are very glad to have that information. 

Mr. Douitver. May I add, Mr. Chairman, that I have known Col- 
onel Kelly for a great many years, and I would like to endorse what 
Mr. Bennett has said. 

Mr. Rogers. Mr. Chairman, before the gentleman gets started, may 
I say something ? 

The CuarrMan. Yes, Mr. Rogers. 

Mr. Roeers. I would like to state that the other day Mr. Stack used 
the expression about which there was some doubt as to where it came 
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from. That expression was: “So work I am not able, and to beg I am 
ashamed.” 

And, he quoted that as being from the Good Book. Now, there was 
some argument as to whether that was from the Good Book or 
whether Shakespeare said it. So, after some investigation—and, Mr. 
Stack did bring this to me, I will say that, and we find a similar 
expression in the Gospel of St. Luke, chapter XVI, verse 3, and 
reads thus: 

Then the steward said within himself, What shall I do? for my Lord taketh 
away from me the stewardship: I cannot dig ; to beg Iam ashamed. 

So, I thought that I would bring that up for the edification of the 
committee. Thank you very much, Mr. Chairman. 

The Cuarrman. We are very glad to have that statement from our 
honored member from the State of Florida, to add to the know ledge 
that we do already have with reference to the Bible, and I trust that 
we will profit by it and accept the philosophy that is contained in those 
words. 

Have we finished with the encomiums to Mr. Kelly? If so, let me 
say to you, Mr. Kelly and to the members of the Board, that our com 
mittee has been accustomed to having men of character, standing, and 
ability come from the State of Mic higan. We have gotten to a point 
that when they are announced as coming from the State of Michigan, 
we rather expect that they will be just what has been said about you 
here this morning, Mr. Kelly. 

Mr. Ketiy. Thank you very much, Mr. Chairman. 

The Cuamman. Of course, we have had the opportunity of asso- 
ciating with our friend from Michigan who has served so ably upon 
this committee (Mr. Bennett), and we realize that there is no exception 
to that rule when an individual comes before us as a witness, whether 
he is a member of a board, or whether he is a member of Congress 
from the State of Michigan, he is respected and honored. 

You may proceed. 

Mr. Ketxiy. Thank you, Mr. Chairman. 

I have been Chairman of the Railroad Retirement Board since my 
appointment last September. I took office on September 1, 1953. 

Now, my brief statement at this time will perhaps answer the chair- 
man’s question with reference to whether or not we each desire to 
apppear separate sly. 

The Board has submitted to the committee statement that set forth 
the position of the majority of the Board with respect to H. R. 7840, as 
well as the view of the individual members on some of the provisions 
included therein. Mr. Horace W. Harper, member of the Board and 
myself are agreed on the main features of the bill. However, I per- 
sonally feel the result sought by the bill can be accomplished by retain- 
ing the unemployment insurance benefit formula which we have used 
for 15 years. 

I have explained my position in detail in my separate statement filed 
with this committee, along with the 

Mr. Trorneerry. Mr. Chairman. 

The Cuarrman. Mr. Thornberry. 

Mr. Tuornserry. Will you pardon me? Would you mind telling 
us what you are reading from? Are you reading from the st: itement 
we have? 

Mr. Ketiy. No; this is just a brief preliminary statement. 
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Mr. ‘THornperry. | am sorry. 

Mr. Kexiy. As a matter of fact, I am not following this exactly 
either ; so, this is just something I have prepared. 

I believe I stated that I explained my position in detail in my pre- 
pared statement which has been filed before with this committee along 
with the Board’s majority report on the bill. 

Mr. Harper, the railway labor member has filed his separate state- 
ment also advocating the change in the formula and other features of 
the bill. 

Mr. Frank Squire, the carrier member of the Board objects to the 
bill in at least two main particulars and has filed his separate state- 
ment setting forth his position. 

Now, these members of the Board are here with me this morning and 
will be available, all three of us, to answer any questions of the com- 
mittee members throughout this hearing. 

We also have with us members of the Board’s staff, the technical 
staff, who are prepared to furnish you with any information at their 
disposal. 

In the interest of saving time, I offer this report, together with the 
three statements attached to it, for the record, and I think unless 
it is suggested that I do so, why, we will refrain from reading my 
statement although it covers but 2 or 3 pages, on the retaining of 
the present formula, which we are following in the unemployment 
insurance phase. 

The CuarrmMan. Is it the desire of the committee that the state- 
ment shall be read? Or, do you wish to proceed with questions ? 

Mr. Prirsr. Does the statement include in it the formula / 

Mr. Keiiy. Yes, sir, it does, Mr. Priest. 

The Cuairman. Are there any questions, gentlemen ? 

Mr. Ketxiy. That is on page 5, following the majority report. 

Mr. Prresr. Mr. Chairman. 

The Cnairnman. Mr. Priest. 

Mr. Prirsr. I do not think it will be necessary for Mr. Kelly to 
read his statement, but it might be helpful to the committee if he 
would briefly explain the substance of his statement; that is, why he 
believes that the formula previously used should be continued. I 
believe that in substance is your conclusion, is it not ? 

Mr. Ketuiy. That is correct. In coming to this conclusion, I called 
in the members of the technical staff and questioned them regarding 
the procedure. Our present formula, the one they have used, is quite 
a simple one; it is easy to follow. As a matter of fact, many of our 
claim examiners, I am told, actually adjudicate these claims from 
memory, because they have a picture of that chart. It is easy for 
them to do so. 

I have set up in my brief statement how this can be accomplished 
by a few changes in the present chart. That would of course, have 
to be included in the act, as the other was, and I am prepared to 
offer this. I have but one copy here, but I am prepared to offer the 
suggested changes for section 304. This reads: 

Sec. 304. Subsection (a) of section 2 of the Railroad Unemployment In- 
surance Act is hereby amended by striking out the table and by substituting 
therefor the following table— 
which is just a little different, but will be the same idea; the same 
principle, which we have followed. The figures only would be slightly 
different. It is not complicated. It is simple and will not cause any 
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great disruption in putting into effect this new bill, should it be 
adopted, whereas if the new formula is followed we are going to have 
to do a lot of training and a lot of work, at quite considerable expense, 
I think. 

Mr. Rocers. Mr. Chairman. 

The Cuarrman. Mr. Rogers. 

Mr. Rocers. You make this statement: 

While I do favor an increase in benefit rates, I am not in favor of the 
method proposed in H. R. 7840 for increasing them. It proposes to get these 
results the hard way by changing the whole benefit formula in the present law. 

Mr. Ketiy. That is correct. 

Mr. Rocers. Would you give us a comparison as between the 
formula contained in this bill and the present formula, and why one is 
better than the other in your opinion ? 

Mr. Keiiy. I set out on page 2 of my statement, I set up a com- 
parison. 

Mr. Rocers. What page is that ? 

Mr. Ketiy. Page 2 of my statement. That is about—you see, the 
first eight pages are the majority report on the bill. Then following 
that is my statement, which is composed of three pages, and then 
follows Mr. Harper’s statement. Each of our statements starts with 
page 1. That may have been a mistake. 

I am favor of increasing the benefits, and increasing the base so 
as to have the revenue to pay the benefits, but I think we could keep 
the present formula and still accomplish what is sought by this bill. 

Mr. Rocers. Increasing the base to $350? 

Mr. Ketry. $350; that is correct. And on page 2, you will find 
the answer to your question. I have a comparison of the present 
rates as they are set up in the act and the proposed rates, as it is 
proposed to amend them. 

Mr. Rogers. Well, under the formula you propose, which is, I 
believe, a proposal to continue the present formula, would that in any 
way affect the benefits, provided that the legislation is adopted, with 
the exception of the proposed new formula, would that affect the 
benefits, Mr. Kelly ? 

Mr. Keiiy. No; not at all, if the new formula is adopted together 
with the act as prepared, just this simple new formula in place of the 
old, it would not affect the benefits. 

In fact, of course, they will be increased. 

Mr. Rocers. They will be increased by the act. 

Mr. Ketiy. Yes, sir. 

Mr. Rogers. The formula itself would not increase them or de- 
crease them ? 

Mr. Kerry. Well, if the benefits are increased, we would have to 
have a new formula, you see, and this is proposed to follow the same 
principle. The figures are the only difference. 

Mr. Rocers. Thank you. 

Mr. Tuornperry. Mr. Chairman. 

The Cuarrman. Mr. Thornberry. 

Mr. Tuornserry. Mr. Kelly, 1 notice on the first page of your 
statement you say, “It would cost about $700,000 to administer the 
proposed amendment and it would be expensive for the railroads to 
provide us with the necessary information to administer it.” 

Do you mean by that that it would cost the Board or the railroad 
retirement fund $700,000 in addition to what it is costing now to 
administer the formula which is in the present act ? 
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Mr. Ketty. By substitution of the formula. 

_ Mr. THORNBERRY. By substitution of the formula, you are suggest- 
ing that $700,000 would be added to the expenses, or that would be 
eliminated ? 

Mr. Ketiy. The formula I suggest would eliminate that $700,000. 

Mr. Tuornserry. $700,000? 

Mr. Ketiy. That is an estimate, and, of course, as you understand, 
Mr. Congressman, it is prepared by our staff from their best judgment. 

Mr. THornserry. Would that be an initial expense or would that 
be a recurring expense ? 

Mr. Ketiy. W ell, as 1 understand—and if I am not correct I hope 
that someone will tell me—but I understand that is an annual expense ; 
a constantly recurring expense. 

Mr. Tuornperry. I wanted to be sure that I understood that point. 

According to the best estimate that you could make, if we adopt 
the formula in the bill before us, it would cost the Railroad Retire- 
ment, or whatever fund is used to administer it, $700,000 added 
expense, recurring expense, and that it would also cost the railroads 
additional expenses to furnish you with the information ? 

Mr. Ketiy. That is correct. 

Mr. THornperry. That is all, Mr. Chairman. 

The Cuarrman. Any further questions ? 

Mr. Beamer. Mr. Chairman. 

The Cuarrman. Mr. Beamer. 

Mr. Beamer. Mr. Kelly, just to illustrate the question I want to 
ask you, I would like to give you one case that was brought to my 
attention. This person, for example, was injured at the age of 57 and 
has a wife, of course, who is still under the age of 65. Now, he is 
drawing disability annuity and is unable to work. 

The question I raise, and I wonder if it is provided for in this bill, 
is this: There is no aid for this spouse if she is under 65, although 
the need is equally as great or greater, in this case of disability than 
if her husband was retired. 

Would this new legislation take care of any of that? I would like 
to know about that. 

Mr. Keiiy. I am afraid that it would not. 

Mr. Beamer. It reduces the age to 60. 

Mr. Keiiy. I think that is set forth in our majority report. Now, 
I am not sure. I am speaking from memory. I am not sure, and I] 
will probably have to ask one of the members of our staff, but as J 
understand your question as it is as to whether this widow under the 
present law would have to wait until she is 65 to get any benefits. 

Mr. Bramer. I think, if I am not mistaken, if she were 65, she 
would receive $40 a month. 

Mr. Kretiy. Not to exceed $40 a month. 

Mr. Beamer. Not to exceed $40 per month ? 

Mr. Ketiy. Yes. 

Mr. Beamer. But, of course, with a total disability, she is receiv- 
ing nothing, and can receive nothing until she is 65. If I understand 
correctly this new legislation would provide an age of 60 instead 
of 65? 

Mr. Ketry. Yes: I believe that is correct. Yes, we set that forth 
here. 
Mr. 


Youncer. Will the gentleman yield ? 
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Mr. Beamer. I will yield to the gentleman. 

Mr. Youncer. Does that not apply only if she is a widow? If her 
husband is disabled and continues to live, she would not receive that. 

Mr. Krtiy. No; she gets the spouse’s annuity. She gets them 
together. 

Mr. Youncer. After the age of 65? 

Mr. Ketuiy. Yes. The bill, however, reduces the age only for 
widows. 

Mr. Youncer. That is all. 

Mr. Beamer. That is all, Mr. Chairman. 

The Cuarmman. Any further questions, gentlemen’? If not, that 
will be all. Thank you for your comments, Mr. Kelly. 

Mr. Ketry. Thank you. 

Mr. Trorneerry. Mr. Chairman, before Mr. Kelly leaves the stand, 
let me ask if he is including in the record his suggested amendment 
providing for a different formula ? 

Mr. Ketry. I have just handed that to the reporter. 

(The suggested amendment above referred to is as follows:) 

Mr. Chairman and members of the committee, I have already expressed my 
views concerning the proposal in the bill to amend the Railroad Unemployment 
Insurance Act. This proposal is made by section 304 of the bill, beginning in line 
16 on page 9 and ending in line 3 on page 10. In my statement attached to the 
soard’s report, I offered a substitute proposal, and in line with this substitute I 
suggest that the present section 304 of the bill be stricken and that the follow 
ing new section 304 be substituted therefor : 

“Sec. 304. Subsection (a) of section 2 of the Railroad Unemployment In 
surance Act is hereby amended by striking out the table and by substituting 
therefor the following table: 


Column IT, 
daily benefit 


“Column I, total compensation rate 
$300 to $399. 99 $3. 00 
$400 to $499. 99 3.50 
$500 to $749. 99 4.00 
S750 to $999. 99 _ 4.50 
$1,000 to $1, 299. 99 . 5. 00 
$1, 300 to $1, 599. 99 5.50 
$1, 600 to $1, 999. 99 6. 00 
$2, 000 to $2, 499.99 __ Saree sale EEO 
$2,500 to $2, 999. 99 7.00 
$3, 000 to $3, 499. 99 7.50 
$3,500 to $3, 999. 99 ms 8. 00 
$4, 000 and over___-_--- aes eee den ser narann ne ee ee 8. 50’”’ 


(The following additional information was later received from Mr. 


Kelly :) 


RAILROAD RETIREMENT BOoarp, 
Chicago, Ill., April 12, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, 
Washington, D. C. 

Dear Mr. WOLVERTON : Enclosed is our proposal to amend sections 303 and 304 
of the bill H. R. 7840 which, we believe, will resolve the differences between us 
concerning the present section 304 of the bill. 

Sincerely yours, 
RAYMOND J. KELry, 
Chairman. 
Horace W. HARPER, 
Member. 
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AMENDMENTs TO H. R. 7840 


Amend section 303 of H. R. 7840 by substituting in line 15 on page 9, the figure 
“400” for the figure 300"; and by inserting after the period in line 15 the fol- 
lowing sentence: “Section 3 of the Railroad Unemployment Insurance Act is 
hereby amended by substituting the figure ‘400’ for the figure ‘300. ” 

Strike out section 304 of H. R. 7840 and substitute therefor the following 
section : 

“Sec, 304. (a) Subsection (a) of section 2 of the Railroad Unemployment In- 
surance Act is hereby amended by substituting for the table the following: 





“*Column I Column II ! “ ‘Column I Column II 
Total ; Daily benefit Total Daily benefit 
compensation rate compensation rate 
$400 to $499. 99 $3. 50 | $2,000 to $2, 499.99 6. 50 
$500 to $749. 99 4.00 | $2,500 to $2, 999. 99 7. 00 
$750 to $999, 99 4.50 | $83,000 to $8, 499. 99 7.50 
$1,000 to $1, 299. 99 5. 00 | $38,500 to $8,999, 99 8. 00 
$1,300 to $1,599. 99 5.50 | $4,000 and over 8. 50 
$1, 600 to $1, 999. 99 6. 00 | 


Provided, however, That if the daily benefit rate in column II with respect to 
any employee is less than an amount equal to 50 per centum of the daily rate of 
compensation for the employee's last employment in which he engaged for an em 
ployer in the base year, such rate shall be increased to such amount but not to 
exceed $8.50. The daily rate of compensation referred to in the last sentence 
shall be as determined by the Board on the basis of information furnished to the 
Board by the employee, his employer, or both.’ 

“(b) Subsection (c) of section 2 of the Railroad Unemployment Insurance 
Act is hereby amended by changing the period at the end thereof to a colon and 
by inserting after the colon the following: ‘Provided, however, That the total 
amount of benefits which may be paid to an employee for days of unemployment 
within a benefit year shall in no case exceed the employee’s compensation in the 
base year; that the total amount of benefits which may be paid to an employee 
for days of sickness, other than days of sickness in the maternity period, within 
a benefit year shall in no case exceed the employee’s compensation in the base 
year; and that the total amount of benefits which may be paid to an employee for 
days of sickness in a maternity period shall in no case exceed the employee's 
compensation in the base year on the basis of which the employee was determined 
to be qualified for benefits in such maternity period.’ ” 


UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT Boarp, 
Chicago, Ill., April 19, 1954. 
Hon. CHAuLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DEAR Mr. WoLvertTON: My colleagues, Colonel Kelly and Mr. Harper, kindly 
furnished me with a copy of their letter dated April 12, to you, and of their pro- 
posal for amending sections 308 and 304 of H. R. 7840. I would like to submit 
for your consideration the following comments: 

The estimated average annual cost of benefits under that proposal compared 
with other plans, excluding cost of administration, may be of interest in con 
sidering whether the increased costs would create an inequity upon the railroads, 
as suggested by the Bureau of the Budget in its letter to you dated March 22, 
1954. A comparison follows: 


Present law _- —_— $125, 000, 000 
H. R. 7840 150, 000, 000 
Colonel Kelly’s proposal in Board’s report, Mar. 5 E 1438, 000, 000 
Proposal of Messrs. Kelly and Harper, Apr. 12 155, 000, 000 


The $155 million would amount to about 2.84 percent of payrolls with $350 
monthly ($4,200 yearly) maximum. Contrasted with this, the cost of unemploy- 
ment benefits to other industry under the State systems is only about 1.5 percent, 
and that is based on only $3,000 per year maximum taxable. Incidentally, the 
Federal Advisory Council to the Secretary of Labor at its meeting October 26, 
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1953, voted against increasing the taxable wage base under Federal and State 
laws from $3,000 to $3,600. 

While section 304 (b) of the proposal of Colonel Kelly and Mr. Harper limiting 
total benefits to the amount of earnings in the base year may appear superficially 
to meet the Bureau of the Budget’s reference to “standards” of the State systems, 
it does not do so to anything like the extent the State laws do. Their proposal 
places the limitation separately on each of the three classes, unemployment, 
sickness, and maternity, instead of on the combined benefits. Of much more 
importance, however, is the fact that their limitation is set at the full amount of 
earnings in the base year whereas the common limitation in the State systems is 
about one-third. As indicated by the attached table, no State permits maximum 
unemployment benefits to total nearly as much as the full amount of base-year 
earnings, as is now proposed in the railroad system. 

Nor do I think that the proposal of Colonel Kelly and Mr. Harper of April 12 
takes care of the comment of the Bureau of the Budget in its report to you of 
March 22 concerning the liberality of benefit provisions as to “casual employees.” 
Their proposal still contains a proviso guaranteeing that the benefit rate will be 
no less than half the claimant’s rate of pay. The period of employment to which 
the proviso will apply has been changed, but the effect will remain the same. As 
a result, with few exceptions, the minimum weekly payment under their proposal, 
as under H. R. 7840, would still be $30. This is as much or more than the maxi- 
mum weekly payment under all but two of the State laws. 

Respectfully submitted. 

F. C. SQurIRe. 





Marimum unemployment benefits under State laws and earnings required for 
the marimum 


{Amounts of benefits do not include dependent’s benefits; the total amount of such benefits is less than 1 
percent of total payments for unemployment in the United States] 








Earnings Earnings 
State required Maximum State required Maximum 
in base benefits . in base benefits 
period period 

Alabama : $1, 318 $440 Montana. .......... : $945 | $460 
Alaska ay 3, 000 910 || Nebraska sibienisiein , 540 | 520 
Arizona. 1, 200 400 Nevada 2, 337 780 
Arkansas 990 352 New Hampshire 2, 400 780 
California 1, 298 650 New Jersey 1, 522 780 
Colorado a. _ 1, 680 5) New Mexico " 1, 797 720 
Connecticut 2, 280 780 New York 1, 160 780 
Delaware ee 2, 598 650 North Carolina 3, 000 780 
District of Columbia 798 41) North Dakota 780 520 
Florida i 1, 276 320 Ohio 1, 560 780 
Georgia ; 1, 183 520 Oklahoma 1, 845 616 
Hawaii . 750 500 Oregon . 1, 950 650 
Idaho 2, 275 650 Pennsylvania 2, 281 780 
Illinois 2,175 702 Rhode Island 2, 400 650 
Indiana 2, 160 540 South Carolina 600 360 
lowa 1, 630 520 South Dakota 2,300 500 
Kansas ; 1, 677 560 lennessee 1, 300 572 
Kentucky 2,300 728 lexas 2, 400 480 
Louisiana 1,497 500 Utah 2, 500 715 
Maine 2, 9K ‘40 Vermont 750 500 
Maryland s 780 Virginia 1, 364 352 
Massa 2, 16. 650 Washington 2, 500 780 
Michig 2, 730 780 West Virginia 3, 000 720 
Minnesota 000 780 Wisconsin 2, 432 874 
Mississippi 900 $80) W yoming 3, 000 780 
Missouri S12 Ut 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 16, 1954. 


Hon. CHARLES A: WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 
DEAR MR. WOLVERTON: Two questions were raised at the hearings before the 
Committee on Interstate and Foreign Commerce on H. R. 7840 on which I am 
submitting additional information for the consideration of the committee. The 








re 28 


AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS S87 


first was on the difference between the unemployment insurance benefit formula 
in H. R. 7840 and the one which I proposed, and the second was on the basis 
for my statement that H. R. 7840 would add $700,000 a year to the cost of 
administering the provisions of the Railroad Unemployment Insurance Act. The 
answers to these questions are enclosed. 
Thank you for the courtesy of permitting me to submit this extension of my 
remarks for the record. 
Sincerely yours, 
RAYMOND J. KELLy, Chairman. 


COMPARISON OF RAILROAD UNEMPLOYMENT INSURANCE Act BENEFIT FORMULAS 
IN H. R. 7840 AND IN CHAIRMAN’S PROPOSAL 


As pointed out in my statement on H. R. 7840, I favor an increase in benefit 
rates under the Railroad Unemployment Insurance Act, but do not agree with 
the method proposed in H. R. 7840 for increasing them. In H. R. 7840 is 
adopted, the benefit rate in the majority of cases would be determined by the 
proviso which would be added to the rate table rather than by the rate table. 
My proposal, on the other hand, would increase benefits by revising the table 
in the law so as to provide a higher daily rate for each compensation range, 
except the lowest one. Thus the increase would be obtained without changing 
the method of determining benefit rates. 

A comparison of the proposal in H. R. 7840 with my substitute proposal is 
given below: 

1. The benefit rate table in section 2 (a) of the law would be extended by 
H. R. 7840 by adding an additional $8 bracket, while my proposal would in- 
crease rates all along the line, with a maximum rate of $8.50 per day. The two 
rate tables are as follows: 















H. R. 7840 | My proposal 

Daily Daily 

Total -ompensation benefit Total compensation benefit 

rate rate 
$300 to $474.99 $3.00 | $300 to $399.99 $3. 00 
$475 to $749.99_ 3.50 | $400 to $499.99 ‘ 50 
$750 to $999.99 4.00 | $500 to $749.99 4.00 
$1,000 to $1,299.99_ _. 4.50 | $750 to $999.99 4. 50 
$1,300 to $1,599.99 5.00 | $1,000 to $1,299.99__. 5.00 
$1,600 to $1,999.99 5. 50 | $1,300 to $1,599.99_. 5. 50 
$2,000 to $2,499.99 6.00 | $1,600 to $1,999.99___ 6. 00 
$2,500 to $2,999.99_ 6.50 | $2,000 to $2,499.99 6. 50 
$3,000 to $3,499.99__. | 7.00 | $2,500 to $2,999.99 7.00 
$3,500 to $3,999.99___ 7.50 | $3,000 to $8,499.99 7. 50 
$4,00u and over_... 8.00 | $3,500 to $3,999.99 8. 00 
$4,000 and over. 8. 50 


2. The proviso in H. R. 7840 would guarantee that, subject to the maximum 
of $8, the benefit rate would be no less than half of the daily rate of pay in the 
claimant's last railroad employment, This would have the effect of guaranteeing 
a minimum rate of nearly $6, since all but a few railroad jobs pay at least $12 a 
day. There is no such proviso in my proposal, as I believe the administration of 
this proviso would be too difficult and costly. My proposal would pay benefits 
at higher rates than the present law to most of the people with low base-year 
earnings that the proviso is designed to take care of, but it would not guarantee 
payment equal to half of their daily rate of pay. 

The purpose of the proviso, as stated by its sponsors, is to pay benefits to regu- 
lar railroad employees who for some reason were not fully employed in the base 
vear, and to new railroad employees who entered the industry during the base 
year, comparable to the benefits paid to others in the same occupations who were 
fully employed in the base year. It would do this, and my proposal would not. 
However, the proviso would also pay similar high benefits to casual laborers 
and to others whose only railroad employment was for 1 or 2 months in the base 
year and who never intended to be regular railroad employees. 

8. The effective date of H. R. 7840 and of my proposal would be July 1, 1954. 
However, it should be noted that the increase in maximum earnings to $350 a 
month would be in effect for only half of the current year, and that for this rea- 
son it would not be possible for a railroad employee to have total compensation 
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of $4,000 or more until 1955. For this reason, the highest benefit rate in my pro- 

posal would not be payable until July 1, 1956. The same is true of the highest 

rate in H. R. 7840, except for its use as a maximum in connection with the proviso. 
4. Average benefit payments would increase as the result of the two proposals 

about as follows: 


Percent increase 


H. R. 7840 | My proposal 


Unemployment 
Sickness 12 


tw 


5. The increases in average benefits would be reflected in similar increases 
in the ratio of benefits to earnings, as follows: 


Benefits per week as percent of average weekly earnings 


| 


Present law | H. R. 7840 | My proposal 


Unemployment 39.7 47.6 44.1 


Sickness 2.5 47.6 47.6 


For the above comparison, benefits for total unemployment or a full week of 
sickness in the 1952-53 benefit year have been compared with the average weekly 
earnings of class I railroad employees in calendar year 1952, as computed by the 
Bureau of Labor Statistics. 

5. Our office of director of research estimates that benefits would be increased 
somewhat more by these proposals than the average increases given above would 
indicate. This is partly because higher benefit rates are likely to cause some 
increase in claims. Our long-range estimate is that H. R. 7840 will increase pay- 
ments by $25 million a year or 20 percent, and that my proposal will increase 
payments about $18 million a year, or about 14.4 percent. 

6. The total cost of benefits including the proposals are estimated at $150 mil- 
lion a year for H. R. 7840, and $143 million a year for my proposal. The office 
of director of research is using a payroll of $5,450,000,000 for estimating the cost 
of proposals in H. R. 7840. This payroll estimate includes an allowance for the 
increase in the taxable earnings limit to $350 a month. Allowing for adminis- 
trative costs of 0.2 percent of payroll, the total cost of the program under H. R 
7840 would be 2.95 percent, and the total cost with my proposal would be 2.85 
percent. 


ADDED ADMINISTRATIVE COSTS 


In my statement to the committee I said that H. R. 7840 would add $700,000 to 
the cost of administering the Railroad Unemployment Insurance Act. This 
added cost arises from the provision for determining daily benefit rates on the 
basis of an employee’s latest daily rate of compensation in railroad employment. 
In considering what would be added to the cost of administration I took into 
account: 

1. The need for verifying the daily rate of compensation 

2. The additional work of computing benefit payments 

38. The changing of the benefit rate during the benefit year 

4. Disputes over the benefit rate. 

5. Delay and adjustment in benefit payments. 

A large number of reports of daily rates of compensation would have to be 
verified. These would be for the 85 percent of claimants whose base-year wages 
would not qualify them for the $8 benefit rate. Railroad employees are as honest 
as any group in the country, but we could not accept their unverified reports of 
their daily rates of compensation. To do so would be poor administration, and 
we should soon be called to account before the Congress. The Board has had 
experience under the present program in getting information from claimants. It 
has not proven easy to get claimants to write on their sickness or unemployment 
claims the kind of information needed for prompt verification of payroll informa- 
tion. Material inaccuracies are found in reports given with the best of inten- 
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sions. Verification would act to protect the claimant who understated his rate of 
compensation as well as to avoid payments at too high a benefit rate. 

Computing benefits under the benefit formula in H. R. 7840 would have to 
be a separate and additional machine operation fitted into the claims examining 
process. There could be as many as 501 different daily benefit rates to be 
multiplied by any number from 1 to 10. At present there are 10 daily benefit 
rates. Experienced claims examiners know the results of the most frequently 
used multiples of these rates. For others they can find the results on a simple 
chart. With 501 different rates, this could no longer be done 

Benefit rates would have to be recomputed during a benefit year (July 1 
through June 30) for an estimated 25 percent of claimants. This would come 
about at any time when a claimant worked in the railroad industry at a new 
daily rate of compensation. In extreme cases, as in train and engine service, 
an employee’s daily rate of compensation may change several times within a 
pay period. Under the present benefit formula, an employee's benefit rate stays 
the same for the whole benefit year. 

The benefit formula in H. R. 7840 may be expected to bring about disputes as 
to the correct benefit rate. Disputes over the amount of benefits have been a 
problem under unemployment compensation laws having a complex benefit 
formula. In the hearings prior to the enactment of the Railroad Unemploy- 
ment Insurance Act, the Chairman of the Railroad Retirement Board stated 
‘* * * there ought to be a greatly reduced number of disputes concerning 
what the benefit is. In one State, in New York, I think there were at one time 
90,000 disputes as to the amount of benefit.” 

Under the present benefit formula, there is no ground for disputes about the 
benefit rate, once a claimant agrees to the record of his base-year compensation. 
In the last fiscal year approximately 3,600 statements of base-year compensation 
were disputed by claimants. All these disputes were resolved without appeal 
by a claimant. In the whole year approximately 380,000 determinations of 
benefit rates were made. 

All of these factors will introduce delay in benefit payments. Delay itself 
increases administrative costs by causing complaints. The added complexity 
in the benefit computations will affect all benefit payments. Verification of 
daily rates of compensation will have some effect on first payments in a benefit 
year. It will not delay all of them since the employee’s application comes to 
the Board about a week before his first claim. But in each case where a claim- 
ant has railroad employment after he has been paid benefits ir a benefit year, 
the verification of his daily rate of compensation will delay the full payment of 
one or more claims. The board will not know of the claimant’s employment 
until it receives his claim. About 25 percent of the claimants for unemployment 
benefits will, it is estimated, have some railroad employment after they have 
been paid benefits in a benefit year. Verification will take about 4 days. Some 
employers cannot furnish information while they are processing their payrolls. 
In these cases the information may not be obtainable for as long as 9 days 
after the end of the payroll period. The Board will make partial payments at 
the claimant’s benefit rate determined from his base-year wages. The remainder 
of the benefits would be paid when the daily rate of compensation had been 
verified. 

The method of increasing benefits which I proposed in my statement before 
the committee keeps the simple benefit formula now in the Railroad Unemploy- 
ment Insurance Act. The administrative cost occasioned by adding new rates 
to the present schedule of benefit rates would be negligible 

This information is given in support of my statement to the House Committee 
on Interstate and Foreign Commerce. 


STATEMENT OF HORACE W. HARPER, MEMBER, RAILROAD 
RETIREMENT BOARD, CHICAGO, ILL. 


Mr. Harper. Mr. Chairman, and gentlemen of the committee, my 
name is Horace W. Harper. I live in Chicago. I am the labor 
member of the Board. 

I have not intended to testify, because my position, as the chair- 
man has said, is fully set out in separate statements which we made 
in the majority report. However, in the light of the questions asked 
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by Mr. Priest, I feel like I ought to make some statement as to 
whether or not the proposal of C olonel Kelly would add to or detract 
from the benefits proposed in the bill before the House. 

Now, by turning to page 2 of Colonel Kelly’s statement, explana- 
tory statement, you will find the new formula which he proposes. I 
would like to call it to your attention that under this formula a man 
would have to get down into the sixth bracket to earn $5.50 a day 
in unemployment and sickness benefits. 

The minimum rate of pay on railroads now—and this is the mini- 
mum for laborers and messengers and people of that sort—is in the 
neighborhood of $12 per day. So that under the substitute proposal 
we have to go down seven deep in the brackets in order to accomplish 
what we hoped to do, when we wrote the provisions in that there 
should be a relatistic relationship between unemployment benefits and 
average weekly earnings. 

And, so this proposal made by Colonel Kelly would largely obviate 
the good which was hoped to be achieved by that 50-percent minimum 
proposal written into the bill. 

Certainly under the operations of this proposed formula it would 
not provide our people with 50 percent of their average weekly earn- 
ings, and to that extent would not conform to the President’s posi- 
tion, the administration’s position, as set out in his economic report 
to the Congress. I ant that I ought to call that to the atten- 
tion of the committee because Colonel Ke lly’s proposal does not have 
the effect of relating benefits realistically to the average weekly 
earnings of employees. 

Let me give just a simple illustration. As of now, employees draw 
unemployment and sickness benefits based upon their earnings in 
1952, which is the base year used for computation of benefits now 
and which will be used until June 30. 

The man who had this base earning in 1952, might have gone to 
work late in that year. He might have only ms ude say $600 in the 
last 2 months of 1952 and then in 1953 business might have picked 
up to such an extent or maybe he had acquired seniority enough to 
hold full-time employment, so that in all of 1953 that man might 
have earned $300 in each month for a total of $3,600. Continuing 
on into this year that man might earn $300 up until March, April, 
or May, of this year, and yet, because of those earnings, those small 
earnings in the last part of 1952, although having been regularly 
employed, perhaps, for 15 or 16 months at $300 or $400 a month would 
only get unemployment-insurance benefits based on earnings of $600 
or $3.50 a day. The substitute proposal will not take care of that 
portion of the bill as I see it snd understand it, and as I have 
garnered from my discussions with the sponsors of the bill. 

Now, as to the expense 

The CHarrMan. Before y you proceed with that, there seems to be a 
difference of opinion between your viewpoint and that of Colonel 
Kelly. 

Mr. Harper. Only as to methods of achievement, Mr. Chairman. I 
think that I can accurately say that the colonel and I are in accord, 
that there should be increases in benefits. We are only in disagreement 
as to the method of achieving that common end. 

With respect to the other phases of the proposed bill, I think we are 
in agreement. 
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The Cuarrman. Colonel Kelly, do you have any views you want to 
express, in addition to what you have already stated in answer to what- 
ever Mr. Harper has just said ? 

Mr. Ketriy. Mr. Chairman— 

The Cuatrman. I think this is the easiest way for the committee to 
understand it. 

Mr. Ke_ty. What the difference is. 

The Cuarrman. Yes. 

Mr. Ketiy. My only answer to that, Mr. Chairman, would be that 
Mr. Harper, of course, is very much more familiar with the operation 
of the Board than I am. I have been there 6 months. He has been 
there for practically 4 years. 

My answer is that it is easy to pick out one example. I doubt if there 
are many new employees coming on the railroads these days working 2 
months in 1 year and then working all of the next year, and on into the 
third year; but I am not familiar enough to cite these examples. I am 
not as thoroughly versed in the operations of the Board and operations 
of the formula. I am relying on the technical staff for the information 
I bring you here. 

The Cuatrman. Well, I want any member of the Board to feel that 
after you have given your answer here, if it should occur to you that 
there is something additional that you think would be helpful to the 
committee, please revise or extend your remarks to cover that. 

Mr. Ketiy. Thank you. 

The CuarrmMan. So that the committee will have the fullest amount 
of information possible. 

Mr. Priest. Mr. Chairman. 

The CuarrmMan. Mr. Priest. 

Mr. Priest. Let me ask Mr. Harper one question before he proceeds. 

After June of this year then, the calendar year 1953 becomes the 
base year ? 

Mr. Harper. That isright. And continues until June 30, 1955. 

Let me apologize, Mr. Chairman, and gentlemen of the committee. 
I had no intention at all of making a statement of any kind, but since 
the question was asked with respect to that particular issue I thought 
that I should. 

The Cuarrman. I want you and the other members to feel free to 
ve the committee whatever information you feel will be helpfui to us. 
Mr. Dotutver. Mr. Chairman. 

The Cuarrman. Mr. Dolliver. 

Mr. Dotiiver. There is one point I am not quite clear about in the 
bill which is before us. That is with respect to the unemployment com- 
pensation rate of taxation. 

Is it proposed in this bill that the base be increased from $300 a 
month to $350 a month both for the unemployment compensation 
phase and for the retirement taxes / 

Mr. Harper. Yes, sir. 

Mr. Dottiiver. So there would be an additional burden upon the 
carriers if the unemployment tax is raised from $300 to $350 a month 
as a base ? 

Mr. Harper. That is true. 

Mr. Dotitver. Has your Board made any estimate as to how much 
of a load the carriers would have in that respect; as to the unemploy- 
ment funds? 


£1 











92 AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS 


Mr. Harrer. I think that the additional revenues would be in the 
neighborhood of $214 million per year, as shown on page 7 of the 
Board’s report on the bill. 

Mr. Dotuiver. What is the present balance on hand in the unemploy- 
ment reserve fund, approximately ! 

Mr. Harrer. About $650 million. 

Mr. Dottiver. Is that being depleted at a faster rate, currently, 
than it is being augmented ? 

Mr. Harprr. Yes; it is showing slow depletion. It is estimated 
that by 1958, not before January 1, 1958, that the fund will be reduced 
to $450 million, at which time the law requires that the tax rate be 
increased from one-half to 1 percent of the payroll. 

Mr. Do.tiver. Suppose, the base rate were to remain at $300 and 
the additional benefits were to be put into the bill which are proposed 
by this legislation for unemployment. Would that accelerate the de- 
pletion of the fund now on hand? 

Mr. Harrer. Unmistakably; yes, sir. 

Mr. Doturver To what degree would it accelerate the depletion ? 

Mr. Harper. in the same percentage terms that the benefit terms 
are increased, I would say, offhand. 

Mr. Do.uiver. In other words, this increase in the base from $300 
to $350 would increase the taxable base from $300 to $350 and is de- 
signed to offset the increase in benefits in unemployment provided in 
the bill? 

Mr. Harper. I would not put it that way, sir. 

Mr. Dotitver. Will you put it in your words, then ¢ 

Mr. Harper. The bill as originally passed, the tax bill, the unem- 
ployment insurance tax bill, provided for the payment of taxes at the 
rate of 3 percent on the taxable payroll. Along came the war years 
and unemployment, of course, was reduced to a minimum with the 
result that the accumulated fund reached proportions far beyond the 
immediate needs for the provision of benefits. So, the parties—I 
hope I am correct in this—so, the parties, or at least the employees 
of the railroads came before your committee and before Congress 
and proposed a sliding scale providing that the tax rate would im- 
mediately be reduced from 3 percent to one-half of 1 percent, and 
it would remain at that level until the fund reached the $450 million 
level, and it is at that level now. In designing the bill, the design 
was so cut as to keep the cost well within that 3 percent and so it 
cannot be exactly said that this proposed increase in the tax base was 
to offset, but was to provide the additional benefits and yet remain 
within the 3 percent written into the law; the 3 percent maximum 
writen into the law. 

Mr. Rocers. Will the gentleman yield? 

Mr. Dottrver. I will yield to the gentleman. 

Mr. Rogers. Mr. Harper, would it make any difference if the base 
is increased or whether you increase the tax rate? In other words, 
if you were to increase the tax rate one-half of 1 percent, what would 
be the result? The yield would be the same as if you increased the 
base from $300 to $350 a month, or would it make any difference? 

Mr. Harrer. Not so far as revenues are concerned. 

Mr. Rogers. Only in principle? 
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Mr. Harver. But it would have this effect. The increase in the tax 
base, of course, increases the outlay and, to that extent, why, there 
would be a difference. 

Mr. Rogers. What do you mean by increases the outlay? 

Mr. Tiarver. Well, if I understand your question rightly, it was 
what difference would there be in increasing the tax rate rather than 
increasing the taxable base ? 

Mr. Roa rs. Yes. 

Mr. Harper. I do not think it would make any difference 

Mr. Rocers. Thank you. 

Mr. Dotiiver. To pursue this a little further. You explained how 
the rate was decreased from 3 to one-half of 1 percent. That was 


based upon the reasoning, was it not, that there was no purpose in 
accumulating a large fund there of ine rt fu a So it was decided 
and agreed, as I recall, by all parties interested, that if the fund were 
kept at a minimum of $450 million, that + WV vould be ample to take care 


e 


of foreseeable un mployment and if it got below that amount then 
the tax rate would automatically increase by a half of 1 percent, as 
the necessity arose. 

Mr. Wfarprr. And with the 3-percent provision remaining in there, 
just as you have put it, the money would be there, and available when 
it became necessary and would not be put in at all unless and until 
definitely there was need for additional funds. 

Mr. Doxtiver. I am trying to make the point that there was no 
disagreement or no argument about the bill when passed, and there 
is not now, is there ? 

Mr. Harper. That is right. 

Mr. Donuiver. I think that is all, Mr. Chairman. 

= SARE, Now, as to the cost, I think it is important to con 
sider that this one-h: uf 1 percent rate went into effect January 1, 
L948, ¢ a has been in effect for the past 6 years, and our staff people 
tell us that it will not be increased, it will not be nec essary to increase 
it, before 1957. So that for a — of the past 6 years and with the 
prospects of an additional 3 years in the future the railroads have 
enjoyed a tax rate of only one-half of 1 percent as compared to the 
average State rates, which I think are in the neighborhood of 1.8 
ercent. 

Mr. Dotiiver. What do you mean by State rate? Unemployment 
insurance ¢ 

Mr. Harper. Yes; those are averages, Congressman. 

Mr. Dotuiver. That is under the social-security law ? 

Mr. Harper. Yes, sir. 

Mr. Dotuiver. That is all, Mr. Chairman. Thank you. 

Mr. Bennetr. Mr. Chairman. 

The Cuamman. I would like to inquire whether Mr. Harper has 
finished what he wished to say about the matters you were just 
discussing. 

Mr. Harrer. Yes, sir. I have one other item I would like to men- 
tion briefly. 

The CHairman, I hope we can confine our questions to each item 
as vou bring it up. That will make the record more complete. 

Mr. Bennert. Mr. Chairman, I have a question that does not deal 
exactly with what the witness has been testifying to. It deals with 
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this general problem. I would like to ask him a couple of questions 
on it. 

The Carman. I would like to hold this first, at least, to the points 
that are being made by Mr. Harper and then, of course, he will be here 
for questioning on other matters. Unless you find you can do it more 
rapidly and quickly in this manner. 

Mr. Bennett. Before he finishes, I would like to ask him some 
questions. 

The Cuarrman. You will have that opportunity. 

Mr. THornperry. Mr. Chairman. 

The Cuarrman. Mr. Thornberry. 

Mr. Tuornserry. Mr. Harper, I thought that when you were talk- 
ing about the formula on which you an d Mr. Kelly are in disagree- 
ment, you made some statement with reference to the expense « caused 
by the new formula in the bill before us. 

Mr. Harrer. That is correct. 

Mr. THorneerry. I would like to hear what you have to say about 
that. 

Mr. Harrver. The potions ate is $ $70, 000 a year—or $700,000 a year. 

Mr. Trornperry. It is $700,000, is it not ? ; 

Mr. Harper. $700,000 per year. 

Ordinarily, of sheer necessity, I have to depend upon the wisdom 
and the knowledge and expertness of our Board staff. However, in 
this particular instance I am going to presume to give a statement just 
from a lay railroad man’s point of view. 

The bill provides that unemployment insurance shall not be less than 
50 percent of the basic rate at last employment. 

For the life of me, I cannot see anything confusing about that. 
Simply and easily, we can provide a space on the application form, 
“What was your basic rate on your last day of employment?” 

Now, the suggestion has been made that there would be an oppor- 
tunity or that there would be perhaps a disposition to cheat on that. 
I do not think that is right, gentlemen. In the first place railroad men 
are not cheaters. In the second place it is too easy to be caught. It is 
such a simple matter to catch a man who misrepresents the facts. 

There is a provision in the Unemployment Insurance Act which 
provides penalties for false statements of that sort. 

Moreover, after an application is made a period of waiting, a period 
of 7 days, elapses before the first payment is due and payable, so that 
it would be a comparatively simple and easy matter for the claims 
agent or for the man who took the application to verify that last fig- 
ure, if that became necessary. 

So that I think—and I am not attempting, of course, to discredit 
our people—but I think they are fighting a windmill when they esti- 
mate the great additional cost that will be entailed by this change 
in the formula. It seems to me like that there is scant basis for the 
belief that these great administrative obstacles will show themselves 
in actual and practical operation. Moreover we have a provision in 
the bill under which we can recover, both under the Railroad Retire- 
ment Act and under the Unemployment Insurance Act, any overpay- 
ment made to any employee. We have that authority within the 
acts. So that it represents no potential loss to the Board. 


Moreover, it seems to me that if the end is desirable, certainly the 


administrative costs, unless they are exorbitant and it can be rea- 
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sonably shown that they will be exorbitant, should not, stand in the 
way, of the administration of the act and the greater benefits, if that 
is the decision and conclusion of Congress. 

Mr. THornperry. Now, Mr. Harper, let me ask you this in con- 
nection with that. As I understand you, this figure of $700,000 was 
supplied by the technical staff of the Board. You dis: vgree with that. 
Do you have any statement on that? As I understand your idea, that 
is only an estimate as to what it would cost, but how much additional 
do you think it would cost ? 

Mr. Harprrr. In the first place, the addition of that simple ques- 
tion on the form would not greatly increase the expenses in secur- 
ing the information. Confirmation of that would not add any con- 
siderable expense. Frankly, I do not know how much. 

Mr. THornperry. You think that this $700,000 estimate is exag- 
gerated. I mean, do you think that it is far too large, or exaggerated. 
What do you think it would be ? 

Mr. Harper. No, I think that the $700,000 item is a correct item, 
if our staff people are correct in their belief, that we will have all 
of the difficulties, which I do not think we will have, being a railroad 
man and knowing how familiar they are with ag rates of pay. 
You can ask any railroad man what he made Tuesday, the first Tues- 
day of last February, and he will tell you within a i cents of it. 

Mr. Trornperry. What relation would the $700,000 additional an- 
nual recurring cost. have to what is now the administrative expenses 
of these programs ? 

Mr. Harrer. The present cost, administrative cost is about $6 mil- 
lion. So, it would have the same relation as $700,000 is to $6 million. 

Mr. Trorneerry. I believe that is all, Mr. Chairman. 

The CrHarrmMan. May I inquire at this point whether Mr. Squire 
has any different viewpoint than that which has been expressed by 
Mr. Harper and as previously expressed by Colonel Kelly ? 


STATEMENT OF F. C. SQUIRE, MEMBER, RAILROAD RETIREMENT 
BOARD, CHICAGO, ILL. 


Mr. Squire. Mr. Chairman and gentlemen of the committee, As 
my views differ, they are set out in the last eight pages of the 
mimeographed document that you gentlemen have before you. 

The Crarrman. I am only referring to the particular point that 
is under discussion now, Mr. Squire, and what Mr. Harper said as 
to the staff and justifying the increase in the additional expenses of 
$700,000. 

Mr. Squire. That figure seems to me not too high, considering the 
large number of claims and applications that come in every year. 
That is to say about 500,000 claims. 

The Cuarrman. That is all I wish to hear from you at this time. 
You will be given an opportunity to testify after Mr. Harper finishes, 


STATEMENT OF HORACE W. HARPER—Resumed 


Mr. Rogers. Mr. Chairman, may I ask a question ? 

The Cuarrman. Mr. Rogers. 

Mr. Rocers. Mr. Harper, I would like to clarify the statement you 
made there. You said that at the time the compensation was fixed, 
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for unemployment, that it was made 50 percent of what the em- 
ployee was getting at the time that he got out of work; is that correct? 

Mr. Harrver. That is what the bill proposes. 

Mr. Rocers. I thought that is what the old bill provided. 

Mr. Harper. The old bill provides for payment of unemployment 
insurance based upon the earning in the base year. 

Mr. Rocers. It does not take it by the month ! 

Mr. Harper. On an annual wage, as distinguished from an average 
weekly wage. 

Mr. Rocers. This new bill sets up this different formula that you 
just described ? 

Mr. Harper. Yes. 

Mr. Rocrrs. Thank you. 

The Cuarmman. Are there any further questions on this point? 

Mr. Bennert. I have some questions, Mr. Chairman. 

The Cuamman. Have you finished ‘ 

Mr. Seurre. Yes. 

Mr. Bennetr. Mr. Chairman. 

The Cuatrman. Mr. Bennett. 

Mr. Bennert. Mr. Harper, I want to ask you a question or two on 
the restriction that is in the present law which limits the amount of 
income that a man may receive who is on disability compensation, and 
the restriction that he may not be employed by either the railroad or 
by his last employer if there is any intervening employer between the 
time he leaves the railroad service and the time he applies for his dis- 
ability pension. Are you familiar with that provision in the present 
law ? 

Mr. Harpver. [think so. 

Mr. Bennett. I have introduced a bill to take that out of the law, 
and I would like to have you comment on what, if you know, what was 
the purpose of putting in this prohibition that a railroad employee 
would be prohibited from working for a nonrailroad employer prior 
to the time, if he was working for such an employer, prior to filing his 
application for a disability pension, 

Mr. Harper. Because, sir, in the beginning the payment of old-age 
annuity contemplated retirement from active service and except for 
that, railroadmen might well take their annuities and engage in out- 
side employment at an earlier date than otherwise would be desirable. 

Mr. Bennett. Well, the present law has a minimum and it does not 
prevent him from working for all employers; it merely prevents him 
from working for a railroad or his last employer prior to the date that 
he filed the application for his pension. 

Mr. Harper. I think, sir, that last employer provision was placed 
in there so as to make sure that the man retired when he made appli- 
cation for retirement which would obviously be from his last employ- 
ment. : 

Mr. Bennetr. Maybe I am not making myself clear. Le’ me give a 
specific illustration. Suppose a railroad worker retires from the rail- 
road or was laid off, or whatever the case may be, and then he goes to 
work for a grocery store as a clerk or a messenger, or whatnot, and 
subsequent to his going to work at the grocery store he makes applica- 
tion for a disability pension and it is granted. 

Under the present law he may not then, after he has been granted 
the pension, he may not go to work either for a railroad or for a grocery 
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store that he was working for when he filed his application for a pen 
sion. Isthat your understanding of the present law / 

Mr. Harrver. That is right. 

Mr. Bennerr. Now, however, this same employee after receipt of 
the disability pension could go to another grocery store and do the 
same kind of work, make the same kind of money, without any pro- 
hibition in the law. 

Mr. Harper. That is true under the present provisions of the act. 

Mr. Bennerr. Allright. Now, why is that? 

Mr. Harerr. What is the reason for that ? 

Mr. Bennerr. What is the reason for that ¢ 

Mr. Harper. Well, in 1937, when this bill was first designed, it was 
largely designed for the purpose of and with the argument that it 
would scatter employment; we could provide additional distribution 
of employment by bringing about a retirement of these aged workers. 
I suspect—that was before my time-—but I suspect that was the case. 

Mr. Bennerr. It was not necessarily the aged workers, because as ] 
understand it, the provision I am talking about only applies to those 
who are clisabled. 

Mr. Harper. No: you are mistaken as to that, Congressman. Let 
us clarify the distinction between an age annuity and a disability 
annuity. I mean, the work restrictions. 

When a man retires for age, he must give up railroad employment 
and retire and not return to railroad employment. Similarly he must 
give up employment with his last employer other than the railroad. 
With those exceptions there is no limitation at all on how much he can 
earn. He can make a thousand dollars a month—that is, under the 
age annuity. There is no limit in any way whatsoever on that. 

Mr. Bennett. There is a limitation on those retiring on disability. 

Mr. Harper. The disabled annuitant cannot earn more than $75 
per month, in each of 6 consecutive months. That was put in there 
not as a penalty on the man, but as a measure of his disability. The 
sponsors of the bill and the advocates of the bill concluded, rightly 
or wrongly—I am not going to say—but they concluded that if a man 
could earn as much as $75 per month, for a certain period—and fixed 
that period as 6 months—that he would be to that extent less than 
totally and permanently disabled. That was written into the act 
for that purpose. 

Mr. Bennerr. That is not the thing I am talking about. It is not 
the thing that I believe to be unfair. It is the other requirement that 
says that any person receiving these annuities may not work either for 
the railroad or for the intervening grocer, subsequent to his service, 
but he may work for any other grocer. What I am trying to find out 
is why? What was the purpose in preventing him from working for 
this intervening grocer, if there was no prohibition against him work- 
ing for any other grocer or doing the same or a similar kind of work? 

Mr. Harper. Except for the contrast there that you would be re- 
quiring a man as of a given date, who had not actually retired, who 
is going right ahead with his job—— 

Mr. Brennerr. Let me give a specific case and see if you say this is 
true: 

An employee quits a railroad. He goes to work for a grocery store, 
Grocery Store X for $75 a month, we will say. He files his applica- 
tion for a disability pension and he gets it. 
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Now, after he gets that pension there is a prohibition against him. 
First he cannot work for the railroad. Second, he cannot work for 
Grocery Store X. But, there is nothing to prevent him from going 
to Grocer Y, who also runs a grocery store and doing the same kind 
of work that he is prohibited from doing in Grocery Store X. Is that 
not true? 

Mr. Harper. That is true. 

Mr. Bennerr. Well, if that is true, how did this prohibition come 
about with regard to that man retiring? It only prohibits him from 
working for the railroad or for his last employer. In my opinion that 
is very discriminatory; very unfair, and I would like to know what 
reason there is for retaining it in the law now. 

Mr. Harrer. So far as I know, I know of no reasons except those 
that I have already given you here and that is the contemplation that 
a man cannot be gainfully and regularly employed and make appli- 
cation for retirement, and continue working just as though he had not 
made that application. 

Mr. Bennett. But he can do that now under the present law except 
as to the $75 a month limitation. He can go to work for anybody, as 
long as he does not go back to the railroad or his last employer, prior to 
filing his application for pension. 

Mr. Harper. That is true. 

Mr. Bennett. It is a ridiculous situation, in my opinion. 

Mr. Priest. Will the gentleman yield ? 

Mr. Bennett. Yes, I will yield to the gentleman. 

Mr. Priest. I would like to concur in his vie wpoint, just for the sake 
of the record on that particular provision. And, I hope that we can do 
something about it. 

Mr. Bennett. Thank you, Mr. Priest. That is all, Mr. Chairman. 

Mr. Rocers. I would like to further concur with the gentleman from 
Michigan (Mr. Bennett) and also add that there should be no limita- 
tion on the amount that he could earn. There is no reason why he 
should not earn more than $75 a month, if he can get it. 

Mr. Beamer. Mr. Chairman. 

The Cuarrman. Mr. Beamer. 

Mr. Beamer. Mr. Chairman, I would like to continue with one 
thought in connection with the suggestion made by the gentleman from 
Michigan, and here is a special case, Mr. Harper. This man has 
worked 35 years for the railroad company. He was injured at the age 
of 57 and his wife is 54. I think this may illustrate in part the thing 
that Mr. Bennett was pointing out. 

He now receives a disability annuity, but his wife is not 65. She is 
only 54. There is no compensation for her. It costs that disabled man, 
who is unable to work, just as much to live as the retired man at the age 
of 60 or 65, as the case might be. 

Is there any provision in the law or anything that we could contem- 
plate that would cure this apparent discrepancy ? 

Mr. Harper. Your statement is correct. A wife can get a spouse’s 
annuity only when both she and her husband are 65 years of age or 
more. That is correct. 

Now, as to whether this act or the bill itself, or the act can be amend- 
ed to provide that she should get benefits in those circumstances under 
65, is not taken care of in the bill before us. There is nothing in the 
bill that deals with that. 
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Mr. Beamer. It only reduces the age from 65 to 60. 

Mr. Harrer. That does not have to do with the spouse’s annuity. 

Mr. Beamer. That is only the widows. 

Mr. Harper. In 1951, and I think perhaps again in the past few 
months—lI am not sure that the chief executive of the labor organiza- 
tion gave consideration to your views, to your statement there, and 
without being authorized to speak for them in that regard, I hazard the 
guess that they, like 1, am in sympathy with your suggestion. The 
only difficulty now, Mr. Congressman, will be the amount of money 
involved and whether or not we have the money available to do it. It 
is certainly in my judgment a most desirable end, except for finances. 

Mr. Beamer. Well, Mr. Bennett’s concern, of course, was with this 
man who might be able to work; but there are cases ies men are not 
able to work. They are disabled. I think it presents an additional 
probler m to the one Mr. Bennett has pointed out. This man cannot even 
earn $75 a month. 

Mr. Harver. I can think of nothing to offer in argument against 
your position. I subscribe to your views. 

Mr. Beamer. It might cost a lot of money. 

Mr. Harper. Sir? 

Mr. Beamer. It might cost a lot of money. 

Mr. Harper. It might. 

1 want to reserve-—— 

Mr. Beamer. I wonder if any studies have been made by the Board 
or the staff on this subject. 

Mr. Harrrr. I think perhaps there might have been, but I do not 
know that that would be available now. If we could get a figure, I 
am sure it would be not necessarily the best information that is 
available 

Mr. Beamer. I just raise the question, because I do not think that 
it i. covered in the legislation. 

Harper. Now, if you would like to have that, our staff of peo- 
a vin be glad to provide | you with some figures as to the estimated 
costs and as to the changes, the kind you are asking about. 

Mr. Beamer. I will leave that to your discretion, Mr. Chairman. 
Thank you. 

Mr. Youncer. Mr. Chairman. 

The Cuarrman. Mr. Younger. 

Mr. Youncer. If I understood you correctly, Mr. Harper, a while 
ago you said that an annuitant retiring for age after 65, could work 
wherever he wanted to, that is, other than for the railroad ? 

Mr. Harrer. And his last employer. 

Mr. Youncer. And that he could enjoy all of the benefits of that 
labor ? 

Mr. Harrer. That is right, without limitation. 

Mr. Youncer. What? 

Mr. Harper. Without limitation. 

Mr. Youncer. Well now, is that a correct statement? Because if 
he does, one of the benefits of his labor would be social security, and 
he cannot enjoy that, can he? 

Mr. Harper. Of course, he would not get social security. 

Mr. Younger. And, you would say to that extent, your statement 
was not quite correct, was it? 

Mr. Harper. No. 
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Mr. Youncer. I just wanted to make the record clear. That is all. 
He cannot enjoy social security / 

Mr. Harper. He cannot enjoy social security. 

Mr. Youncer. Therefore, he could not enjoy all of the benefits of 
his labor after that age. 

Mr. Harrer. But, he can enjoy all of the wages derived from that 
employment. 

Mr. Younger. That is right. That is all, Mr. Chairman. 

The Cuarrman. Are there any further questions, gentlemen? If 
not, we thank you, Mr. Harper. 

Mr. Hesertron. Mr. Chairman, may I ask a question / 

The Cuairman. Certainly, Mr. Heselton. 

Mr. Heserron. I h: ave some notes here and I have some questions 
I have been asked to ask with regard to this recommendation for 
eliminating the features as to service at conventions. It was sug- 
gested that I ask someone of the Railroad Retirement Board to explain 
that 

In the first place, I am under the impre ssion that constitutes a rather 
small item, so far as cost to the Board is concerned. I think the 
Board estimates some thing like $10,000 added cost. 

In the second place, I raised the question as to whether the people 
who have contributed in the past are to be eliminated as far as any 
benefits were concerned. Should they not have some consideration 
so far as being able to get back what they have put into the fund? 

Do you want to address yourself to those two points ¢ 

Mr. Harrer. Well, your question has to do with the delegates 
from out of the States. 

Mr. Hrsevton. I beg your pardon. 

Mr. Harrer. I do not think I quite got your question. 

Mr. Heseiron. In the first place, I raised the question as to whether 
the item listed in the schedule $10,000, was the cost in fact if these 
people were eliminated. And, a witness asked me to ask someone on 
the Board that question. In the second place, I raised the question 
as to whether those who had paid in the past do not have some equity 
in terms of recapturing the amount that they have paid in, if they 
were to be eliminated. 

Mr. Harrer. It will represent a cost rather than a savings. 

Mr. Hesevton. Yes. 

Mr. Harrer. Because on employees who have short terms, why, 
the Board derives a little bit of a profit out of the transfers to social 
security and so by eliminating them from the provisions of the Taxing 
Act and from the Railroad Retirement Act we would lose that 
slight profit ; but I can say to you that the $10,000 figure was perhaps 
just a figure as low as they could go down as far as costs are con- 
cerned. It is infinitesimal in terms of percentages, so that the guess 
of our staff is just about as good as anybody can guess at it and it has 
to be more or less of a guess. But, it would represent a cost. 

Mr. Hese.ron. What about the question as to whether they would 
be entitled to a refund ? : 

Mr. Harper. That is an involved situation. Mr. Congressman. 
Somo of them heretofore have derived benefits from it in the way of 
residual payments and things of that sort and to remit the taxes for 
some end not do so for all might raise an undesirable situation. More- 
over, if that were done, the taxes would have to be remitted to the 
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organizations too, as employers, and I think since the employers repre- 
senting the employees present this proposal that there is at least a 
tacit agreement or willingness on the part of the employees to forego 
what has happened to them in the past in order to get the relief for 
the future. 

Mr. Hxsreiton. Do you have any idea as to how many people are 
involved ? 

Mr. Harper. There are perhaps 300 delegates from the Dominion of 
Canada who attended conventions as delegates to the various organiza- 
tions’ conventions. That is purely an estimate. I hope you do not 
hold me to it. I hope that you realize that is just a guess on my part, 
guessing at the number in the clerk’s organization, and in the train- 
men’s organization and that estimate is based on that. There would 
be about 800 of those and then as to other groups, we have some people 
in the bus service who are members of the Brotherhood of Railroad 
Trainmen, and they attend the conventions, and, of course, in attend- 
ance of the conventions, the Grand Lodge pays them, and they become 
subject to taxes and this proposal eliminates that group. As to the 
number of those delegates [ « annot make a Zot d ouess evel, SIP, but | 
would say I think about 400—not to exceed 400 employees all told. 

Mr. Hisenton. Making 700 in total ? 

Mr. Harrenr. No, 400; 300 delegates from Canada and perhaps 100 
from the latter group I described. 

Those may not be good figures, but that is the best I can give you. 

Mr. Hrserron. That is all. 

The CHairman. Are there any further questions, gentlemen? If 
not, we thank you, Mr. Harper, for your appearance. 

Mr. Harrer. Thank you. 


STATEMENT OF F. C. SQUIRE, MEMBER, RAILROAD RETIREMENT 
BOARD—Resumed 


The Crairman. Mr. Squire, do you wish to make a further 
statement ¢ 

Mr. Squire. Mr. Chairman, my reasons for criticism of the pro- 
posals of the proponents are set forth in a separate statement of mine 
which is appended to and comprises the last eight pages of this mimeo- 
graphed statement that you have. I will not say anything further 
about that unless you have some questions you wish to ask me. 

The CuarrMAn. That is already a part of the record. 

Are there any questions anyone desires to ask Mr, Squire with refer- 
ence to the viewpoint he has expressed and to which he has just made 
reference ? 

T assume not, Mr. Squire. 

Mr. Squme. Thank you sir. 

The Cuatrrman. Are there any other witnesses present ? 

I have a statement from Mr. Thomas G. Stack, president, National 
Railroad Pension Forum, Inc., to supplement his testimony. 

Mr. Youncer. Does this statement of Mr. Stack answer the ques- 
tion that you had in mind ? 

(Statement submitted for the record by Mr. Stack :) 

With the proper trust fund our retirement reserve could be invested in more 


profitable securities. Not having available information at hand, I checked with 
the Federal Reserve bank bond department, who advised that FHA federally 
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guaranteed mortgages now held by the Federal National Mortgage Association 
who have some $3 billion worth pay 4 percent, 444 percent, and even 5 percent. 
They also advised that they were working now on future Federal Government 
issues at a higher rate, similar to the ones offered last year which yielded 3% 
percent. They also advised that there are a number of State and municipal 
bonds paying over 3 percent per annum. The availability of certain issues is 
something that would have to be checked, as the bonds available for purchase 
today, may not be available tomorrow. 

I would again refer you to pages 427-434 of the Senate Report No. 6, part 1, 
of the 83d Congress, 1st session. You will note that governmental retirement 
systems make use of diversified investments in accordance with statutory re- 
quirements governing their reserve funds. This is true for example of the 
Federal Reserve retirement system, and the Tennessee Valley Authority retire- 
ment system. If you care to progress this feature more fully, I would suggest 
that you contact the Federal Reserve bank and your colleague, Hon. Jesse 
Wolcott, chairman of the House Banking and Currency Committee. I am sure 
you will find that the information I furnished your committee was to my best 
knowledge correct. 

The Cuarrman. While Mr. Younger is reading that, I will an- 
nounce that the representatives of the railroads will appear before 
the committee on Tuesday to present their statements in connection 
with this legislation. 

Mr. Youncer. This statement does not answer the question, Mr. 
Chairman. The only statement that he makes here is speaking appar- 
ently of information obtained from the FHA. If I get his statement 
correct It 1s: 

They also advised that there are a number of State and municipal bonds pay- 
ing over 3 percent per annum. The availability of certain issues is something 
that would have to be checked, as the bonds available for purchase today may 
not be available tomorrow. 

I asked him to furnish a list of bonds, municipal bonds, paying 
41% and 5 percent which he enumerated yesterday and this does not 
contain the list or any mention of any municipal bonds available 
today paying 414 or 5 percent. That is no answer at all, Mr. Chair- 
man, to the question I asked. 

[ have no objection to this going into the record, with the state- 
ment that it does not answer the question asked. 

The CuatrmMan. Very well, we will make it a part of the record and 
if Mr. Stack does have any additional information he wishes to sub- 
mit, we will be glad to give it consideration. I think probably the 
best practice would be for him to submit to you such additional in- 
formation, if he has such. 

The Cuatrman. Are there any further questions or comments or 
observations of any kind, or character? If not, we adjourn the hear- 
ings on this bill until Tuesday morning. 

There will, of course, be a session of the committee on Monday 
morning. There will not be a session tomorrow morning. 

(Thereupon, at 11:50 a. m., the committee adjourned as above 
indicated. ) 
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AMENDING RAILROAD RETIREMENT ACT, RAILROAD 
RETIREMENT TAX ACT, AND RAILROAD UNEMPLOY- 
MENT INSURANCE ACT 


TUESDAY, MARCH 16, 1954 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 
The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. Charles A. Wolverton (chair- 
man) presiding. 
The Cuarrman. The committee will come to order. Is Mr. Fort 
present ? 


STATEMENT OF R. L. ETTENGER, JR., ASSISTANT VICE PRESIDENT, 
ASSOCIATION OF AMERICAN RAILROADS, WASHINGTON, D. C. 


Mr. Errencer. Mr. Chairman, Mr. Fort has to appear before the 
Senate Committee on Finance this morning and he will be a little 
late. He asked me if I would start. 

The Cuarrman. Do you wish to proceed 

Mr. Errencer. Yes, sir. 

The CHAIRMAN. Very well. You may proceed. Give your name 
and position, and for whom you speak. 

Mr. Errencer. Mr. Chairman and gentlemen of the committee, 
my name is R. L. Ettenger, Jr., and I appear here for the Association 
of American Railroads in opposition to H. R. 7840. I do not believe 
it is necessary to describe that association to you; it is probably 
enough to say that it is a voluntary association of railroads, including 
in its membership railroads operating approximately 95 percent of 
the mileage of the United States and having operating revenues which 
are approximately 95 percent of the total railroad operating revenues. 

No one will question the vital interest of the railroads in the 
measure before you. Without doubt it will increase payroll taxes 
under the Railroad Retirement Tax Act and also payroll taxes under 
the Railroad Unemployment Insurance Act by many millions of dol- 
larsa year. The railroads are presently in a position where they must 
regard with utmost concern any proposals which would place a sub- 
stantial additional financial burden on them. 

Before proceeding to discuss the provisions of H. R. 7840, it seems 
to me that the following fact should be called to your attention. The 
bill before you would affect in one way or ams about a million- 
and-a-half workers, those employed by the railroad industry. The 
proposals are for liberalization of retirement and survivor annui- 
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ties under the Railroad Retirement Act and for increased unemploy- 
ment and sickness benefits under the Railroad Unemployment Insur- 
ance Act. 

These benefits are already much more liberal than those avail- 
able to about 50 million employees covered by the Social Security 
Act and the various State unemployment compensation acts. We 
submit that consideration of any liberalization of the railroad acts 
cover ing a million-and-a-half people should follow rather than pepede 
liberalization of comparable Federal and State acts covering about 50 
million workers. 

As we have stated on many occasions, and here reiterate, the posi- 
tion of the railroads with respect to liberalizing benefits under the 
retirement and unemployment systems are as follows : 

(1) They are unalterab ly opposed to any increase in taxation to 
support these systems, either dire tly by an increase in the tax rate, 
or indirectly by an increase in the tax base. 

(2) They believe that the retirement system shoud be maintained 
on a sound financial basis and that the benefits under that system 
should not be raised to a point where its annual cost, on a level basis 
through the years, will be in excess of its annual tax revenues, includ- 
ing an allowance for interest on the fund accumulated to pay for 
the benefits. They believe that the unemployment insurance system 
should be maintained on a comparable level with the similar Federal- 
State systems. 

The bill, H. R. 7840, would raise the taxable and creditable com- 
pensation for both retirement and insurance act purposes from a 
maximum of $300 per month per employee to a maximum of $350 
per month per employe e. This would result in a large increase in the 
taxes required to be paid by the railroads in support of the acts. 

According to the Railroad Retirement Board, the proposed increase 
in the maximum compensation would increase the average annual 
taxable payroll by 9 percent or from $5 billion to $5,450 million. 

The railroads pay 614 percent of their taxable payroll in support 
of the retirement system. Therefore, they would immediately be 
faced with an increase in their retirement payroll taxes, should the 
proposal be adopted, equal to 614 percent of $450 million a year, or 
$28 million a year. Employees would, of course, be required to pay 
a like additional tax on their compensation. 

So far as the railroads are concerned they can see no possible justi- 
fication for increasing the retirement payroll taxes when those taxes 
already are very much higher than the corresponding taxes paid by 
other industries under the social sec urity system. The railroad tax 
rate is now 614 percent. In the case of the industries under the social 
security s systerh the tax rate is only 2 percent and at its maximum, 
to be reached in 1970, will only be 31/, percent. 

The railroad tax base is now subject to a maximum of $300 per 
month for an employee. In the case of other industries, the tax base 
is subject to a maximum of $3.600 per vear. In a word, under the 
present provisions of law providing retirement and survivor bene- 
fits other industries, including highway and air carriers, pay less than 
one-third as much tax as that paid by the railroads and even after 
their tax rates have reached the maximum in 1970 they will pay only 
about one-half as much. 
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Under these circumstances, it seems almost fantastic to suggest an 
increase in the railroad taxes for retirement purposes. In this con- 
nection, it is interesting to keep in mind that the impact upon the 
charges to the public for railroad services of the payroll taxes which 
the railroads pay to support the retirement system, is grotesque sly out 
of line with the impact upon the prices of the products of other indus- 
tries of their payroll taxes under the social security system. 

This is “ not only to the discriminatory tax situation already 
referred to, but also to the fact that in the railroad industry the pay- 
roll cost is a much larger part of gross revenue than in the case of indus- 
try generally. The railroad payroll is about 50 percent of the total 
revenue which the railroads receive for their services. For all manu- 
facturing industries the payroll is only about 23 percent of the sale 
price of products. 

Thus for manufacturing industries on the average the payroll tax of 
2 percent under social security is only about 0.45 percent of the price 
of the products. In sharp contrast the 644 percent payroll tax of the 
railroads under the retirement system is about 3 percent of the price 
of their services or about seven times as much as in the case of manu 
facturing industries. 

Another witness will deal with the financial situation of the rail 
roads in some detail. However, I would like to point out that railroad 
earnings are very unsatisfactory at this time and have been unsatis 
factory throughout the postwar period despite the relatively high 
levels of traffic which have prevailed. 

During the 8-year postwar period 1946-53, the annual rate of return 
earned by class I railroads on their depreciated investment was only 
3.74 percent on the average and this unsatisfactory condition is not a 
recent deve lopment. The railroads have been low earners for a very 
long time. Their average return on depreciated investment for the 
30-year period 1923-52 was only 3.69 percent. 

Other industries have been much more fortunate. During the 7-year 
period 1946-52, according to the figures published by the National City 
Bank of New York, manufacturing industries on an average have 
earned an annual return of about. 15 percent on their net assets. On the 
same basis and for the same period the railroads have earned an annual 
return of only about 4.4 percent. 

The difference between the 4.4 percent annual return and the aver- 
age of 3.74 percent to which I have referred earlier is due to the fact 
that the higher figure is calculated on net assets in the same manner as 
the National City Bank figure whereas the figure of 3.74 is calculated 
on the depreciated investment of the railroads. 

During the past 6 months, the volume of railroad traffic has shown 
a substantial decline. From the best estimates we can make the rail- 
roads’ revenues for 1954 will be from 5 to 10 percent lower than in 
1953. Moreover, railroad wages will be higher in 1954 than in 1953. 

Already agreements have been reached with three of the standard 
labor organizations for wage increases. If similar agreements should 
be reached with the others the labor bill of the railroads will be in- 
creased almost $200 million per year. 

I shall leave the detail to Mr. Getty who will follow me. I merely 
want to point out that for the postwar “period as a whole, railroad earn- 
ings have been wholly inadequate and that there is every indication 
that the earnings will be even more inadequate for the year 1954. 
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The bill, H. R. 7840, would increase the maximum taxable compen- 
sation for unemployment insurance purposes by $50, the same as pro- 
posed for retirement purposes. It is to be remembered, however, that 
the unemployment system is supported solely by taxes paid by the 
railroads. As I will show, the increase in the maximum compensation 
for unemployment insurance purposes will increase the taxes of the 
railroads by many millions of dollars. ; : 

During the 10-year period 1938 to 1947, inclusive, the railroads paid 
the flat rate of tax, or 3 percent, to support the unemployment system. 
During this same period other industries, whose employees are covered 
by State unemployment compensation acts, although subject to a maxi- 
mum rate of 3 percent, had the benefit of experience ratings which 
resulted in their payment of taxes at considerably less than the maxi- 
mum rate, dropping as low as 1.72 percent in the year 1947. 

The railroads’ excessive payments during the first 10 years caused 
the benefit fund to rise to the unjustifiable amount of almost $1 billion. 
To correct this situation, the Railroad Unemployment Insurance Act 
was amended, effective January 1, 1948, to provide for a sliding scale 
of tax rates ranging from one-half of 1 percent when the balance 
in the fund at September 30, of the preceding year is $450 million or 
more and increasing by one-half of 1 percent for each $50 million drop 
in the reserve until it reaches the maximum of 3 percent when the 
amount in the fund is less than $250 million. The purpose of the 
sliding scale was to reduce the balance in the benefit reserve fund to 
reasonable levels. 

The Railroad Retirement Board has estimated that the average 
annual cost of benefits and administration under the present Railroad 
Unemployment Insurance Act is 2.70 percent of a $5 billion payroll, 
or $135 million a year. That Board has estimated that the average 
annual cost of benefits and administration, if H. R. 7840 should be 
adopted, would be 2.95 percent of a $5.45 billion payroll, or $161 million 
a year. 

Thus, the bill would increase average annual taxes payable by the 
railroads in support of the unemployment system by some $26 million 
a year. But, that is not the whole story. The railroads are cur- 
rently paying a reduced tax and using up some of the surplus created 
during the years when they were paying excessive taxes to support 
the system. In the course of the hearings on H. R. 6525, in March 
1952, the then Chairman of the Railroad Retirement Board, Mr. 
William J. Kennedy, said that the increased benefits provided by that 
bill which was subsequently adopted, would advance the date for an 
increase in the taxes payable by the railroads in support of the un- 
employment insurance system from January 1, 1961, to January 1, 
1959, or by 2 years. 

The Railroad Retirement Board estimates that if the amendments 
proposed by H. R. 7840 be adopted, an increase in the current tax rate 
would be required about 1957. This means that the railroads will have 
to pay increased taxes 2 years earlier under the proposed amendments 
than they would under the act as it now reads. 

According to the Railroad Retirement Board’s estimates, the rate 
will finally go to 3 percent of a $5.45 billion payroll or up to $163.5 
million a year. The tax now being paid on the $5 billion payroll at 
the presently applicable rate of one-half of 1 percent is $25 million. 
The increase to $163.5 million would not result solely from the bill 
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under consideration but from the combination of that bill and the 
operation of the sliding tax scale. As I have already stated, the 
increased unemployment tax under the bill would, on the average, 
amount to $26 million a year according to figures furnished by the 
Railroad Retirement Board. 

What I have said with respect to the railroads’ inability to pay in- 
creased taxes for support of the retirement system is equally appli- 

cable to increased taxes for support of the unemployment insurance 
system. 

It will be observed from the above that H. R. 7840 would increase 
the railroads’ average annual tax load by $28 million for the support 
of the retirement system and by $26 million for the support of the 
unemployment insurance system, or a total of $54 million. 

In brief, H. R. 7840 would increase the taxes payable by the rail- 
roads far beyond their ability to pay and far beyond any similar pay- 
ment exacted from any other industries, including their competitors. 

I should like now to discuss the various amendments proposed by 
H. R. 7840. Before doing so, however, I think it would be helpful to 
summarize the legislative history of the two acts. 

As the committee knows the Railroad Retirement Act of 1934 was 
held unconstitutional in the decision of the Supreme Court handed 
down on M: ay 6, 1935, in Letirement Board v. Alton R. Co. (295 U.S. 
330). Shortly thereafter the Congress enacted the Railroad Retire- 
ment Act of 1935 and the Carriers T axing Act of 1935, both of which 
were approved August 29, 1935. The railroads brought action in the 
United States District Court for the District of Columbia to enjoin 
the taxing act and that court held the act to be invalid for the reasons 
given by the Supreme Court in condemning the 1934 statute and ac- 
cordingly issued the injunction. 

President Roosevelt thereupon urged management and labor to 
reach an agreement on a satisfactory solution to the problem. An 
agreement was reached on a plan for a railroad retirement system and 
bills embodying the terms thereof were introduced in C ongress and 
were enacted as the Railroad Retirement Act of 1937 and the Carriers 
Taxing Act of 1937. 

The railroad retirement system agreed upon was made more liberal 
than the system which had been set up under the Social Security Act. 
It provided for every type of benefit provided under the latter system 
and on a more liberal basis. Also some benefits were provided which 
were not available to workers covered by social security For exam- 
ple, retirement on account of disability provided for under the rail- 
road retirement system was not provided for under the social security 
system. 

The Carriers Taxing Act levied a tax in equal amount upon each 
railroad and each railroad employee for all wages up to $300 a month. 
The tax began at 234 percent on each beginning January 1, 15 37, and 
was to be increased by one-fourth of 1 percent at the end of each 3-year 
period until it reached a maximum of 334 percent on January 1, 1949. 

In 1946 the benefits under the railroad retirement system were 
greatly broadened and liberalized as a result of the enactment of what 
is commonly known as the Crosser Act. The more important changes 
included provisions made for survivor annuities, great liberalization 
governing disability annuities, and changes in definitions and in the 
provisions with respect to minimum annuities resulting in substantial 
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increases in retirement annuities. The amendments of the Crosser 
Act according to the Railroad Retirement Board resulted in an over- 
all increase of about 40 percent in the cost of the retirement system. 

The Crosser Act also increased the taxes payable by the railroads and 
the employees for the support of the system to 534 percent each in 1947 
and 1948, 6 percent in 1949, 1950, and 1951, and 61, percent thereafter. 

The Railroad Retirement Act was again amended in 1948 and all 
existing and future retirement annuities and pensions were increased 
by 20 percent. 

The act was further liberalized in 1951 in many important respects; 
by an increase of 15 pe recent in all retirement annuities and pensions, 
by an increase of 3314 percent in all survivors annuities, by providing 
for the first time for the payment of supplemental annuities to the 
spouses of annuitants and by other changes. 

Other very important amendments were those which included pro 
visions affecting the relationships between the railroad retirement 
system and the social security system. The se relationships are some- 
times referred to as the “coordination” or “integration” between the 
two systems. This coordination or eheaiiile takes the form of re 
insurance of the railroad retirement system by the social security 
system. 

* The law provides that there is to be transferred from the the rail- 
road retirement fund to the social security fund for each railroad em- 
ployee the amount of tax which that employee would have paid had his 
railroad service been service covered by the Social Security Act. In 

‘eturn the social security system transfers from its fund to the railroad 
retirement fund benefits which the employee or his survivor or sur- 
vivors would have received had his railroad service been service 
covered by social se curity ; 

Coming back to the amendments proposed by H. R. 7840. That bill 
would provide that widows, widowers, and parents would become 
eligible for survivor benefits at age 60 in lieu of the present eligibility 
provision of age 65. This amendment would increase the costs of the 
railroad system by $23,500,000 per year. There is no similar provision 
for such survivors of the 47 million workers covered by the social se- 
curity system and they must wait until they attain age 65 to become 
eligible for benefits under the Social Security Act. 

The bill would completely revise the disability work clause by sub- 
stituting a provision for withholding the annuity for any month in 
which the disabled annuitant earns more than $100 for the present 
provision which deems the disabled annuitant to ‘have recovered if he 

2arns more than $75 in each of 6 consecutive months. The Railroad Re- 
tirement Board estimates that this substitution would reduce the costs 
of the retirement system by $1,500,000 per vear. As the social security 
system makes no provision for disability annuities, there is no similar 
provision in the Social Security Act. 

The bill would treat a child who is completely disabled for any em- 
ployment as a dependent child for survivor benefit purposes and, by so 
doing, continue survivor benefits to such child beyond age 18 and to the 
widowed mother, if any. The Railroad Retirement Board estimates 
that this amendment would add $750,000 per year to the cost of the re- 
tirement system. There is no similar provision in the Social Security 
Act, which covers approximately 47 million workers. 

The proposed increase from $300 per month to $350 per month in the 
maximum compensation for purposes of the retirement system will, as 








AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS 109 


I have already said, increase the taxes payable by employers and em- 
yloyees in the average annual amount of $28 million each, or a total of 
$56 million. 

Additionally, the increase will automatically increase both retire- 
ment and survivor annuities by reason of the formulas which are 
based on average monthly compensation during periods of employ- 
ment. The Railroad Retirement Board estimates that this increase 
will increase the average annual cost of retirement annuities by $25 
million and the average annual cost of survivor benefits by $6 million, 
or a total of $31 million. The Social Security Act, which covers 
some 47 million workers, provides that the maximum creditable com 
pensation shall be $3,600 per year, which, of course, is the same as 
12 months at $300 per month. 

Other changes which would be made in the retirement system by 
H. R. 7840 include provisions for (1) disregarding compensation 
earned after age 65 in computing an annuity if inclusion of such 
compensation would reduce the annuity; (2) payment to a widow 
of both a retirement annuity and a survivor annuity, if otherwise 
eligible, without offset; and (3) lientnatine from compensatio1 
amounts paid to delegates of labor organizations while «ttending 
meetings in the United States when such delegates are not other- 
wise covered under the retirement or unemployment systems. ‘lhe 
Railroad Retirement Board estimates that the average annual cost 
ol these propo als would be S80,000, per year. 

To summarize: The bill H. R. 7840, would increase the average 
annual cost of the retirement system by $23,500,000 for widows’, 
widowers’, and parents’ survivor benefits ; $750,000 for a disabled 
child’s survivor benefits; $31 million for retirement and survivor 
annuities; $80,000 for other changes; total, $55,330,000. Credit ae 
count revision of disability work clause, $1,500,000; net additional 
cost, $93,850,0 0. 

The retirement system is now, according to the actuaries, operating 
at an annual deficit of $45 million per year, and, in the absence 
of more revenue, the costs, which would be added by H. R. 7840, 
would increase this deficit to $98,800,000 per year. Additionally, this 
committee has favorably reported and the House has passed H. R. 
356, = so-called dual benefit bill, which would add another $7,500,000 
per year to costs, and further increase the deficit to $106,300,000 per 
year. 

H. R. 7840 would add $56 million per year to the system’s revenues 
by increasing taxes payable by employers and employees but, as has 
been stated, the railroad employers are in no position to pay addi 
tional taxes. This is particularly true when it is remembered that 
the proposed additional benefits are —— to employers under 
the retirement system and no similar benefits are provided for the 
approximately 47 million individuals covered by the social-security 
system. But, even if the $56 million per year of added revenue was 
obtainable, it would be more than offset by the increase in costs 
attributable to the proposed amendments of $53,830,000 plus the costs 
which would be added by H. R. 356 of $7,500,000, or a total of 
$61,330,000. 

Before discussing the effects of H. R. 7840 on the railroad unem- 
ployment insurance system, I should like to review briefly the more 
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important developments of the Railroad Unemployment Insurance 
Act. 

The unemployment insurance provisions of the Social Security Act 
of 1935 originally applied to the railroads and their employees as 
well as to other industries and their employees. Therefore, for a 
time, the State unemployment compensation systems cover red rail- 
roads and railroad employees and the railroads paid the unemploy- 
ment insurance taxes imposed by the Social Security Act and the 
various State acts and the railroad employees received ‘unemployment 
benefits under the State systems. 

On June 25, 1938, Congress enacted the Railroad Unemployment 
Insurance Act establishing a separate system and removing the rail- 
roads and their employees from the tax coverage of the Social Security 
Act and from coverage under State unemployment compensation 
systems. In order to finance the system the railroads were required 
to pay a flat 3 percent payroll tax up to $300 compensation for each 
employee in any calendar month. The employees were not required 
to contribute to support the system. 

In the beginning the Railroad U nemployment Insurance Act pro- 
vided for benefits ranging from $1.75 to $3 per day for a maximum 
of 80 days in any one benefit year. The daily benefit amount depended 
upon the earnings of an employee involved in his so-called base year. 
The maximum total amount payable in a benefit year was $240. The 
minimum weekly benefit was slightly less than $7 and the maximum 
weekly benefit slightly less than $12. 

On October 10, 1940, the benefit schedule was gr eatly liberalized. 
The schedule was modified with the result that a $3.50 and a $4 rate 
were added. The maximum number of benefit days in a given benefit 
year was increased from 80 to 100. As a result of certain technical 
changes all weekly benefit rates were increased. The minimum rate 
was increased from $7 per week to $8.75 per week and the maximum 
weekly rate was increased from slightly less than $12, to $20. The 
maximum total of benefits payable in a benefit year was increased 
from $240 to $400. Based on actual experience the 1940 amendments 
resulted in an increase of 60 percent in the overall cost of benefits. 

In 1946 sweeping and important changes were made in the 
Unemployment Insurance Act by what is commonly referred to as 
the Crosser Act. Additional benefit rate brackets were added, one 
of $4.50 and the other of $5. The maximum number of days for 
which benefits were payable in the benefit year was increased from 
100 to 130, from 20 weeks to 26 weeks of benefits. 

The maximum weekly rate for are oom was increased to $25 
and the maximum total amount payable in a benefit year was in- 
creased from $400 to $650. Of the greatest importance was the fact 
that these increased benefits were not only payable for unemploy- 
ment but were also made payable in the event of inability to work 
because of disability due to injury from whatever cause or sickness of 
any description, including what the act refers to as maternity sickness. 

The Railroad Retirement Board’s 1947 report shows that of the 
unemployment benefits paid for the fiscal year ended June 30, 1947, 
some 20 percent resulted from the Crosser Act amendments. How- 
ever, as the increased benefits were in effect for only 11 months of 
the year the actual increase resulting from the Crosser Act amend- 
ments was more than 20 percent. 
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I have already referred to the 1948 amendments to the Unemploy- 
ment Insurance Act which substituted a graduated scale of taxes on 
the employers for the support of the system in lieu of the flat 3 
percent payroll tax which the railroads had paid since July 1, 1939 
and no further reference to those amendments need be made here. 

In 1952 the act was again amended and daily benefit rates of 
$5.50, $6, $6.50, $7, and $7.50 were added to the benefit schedule. 
The maximum weekly rate for unemployment became $37.50 and the 
maximum total amount of benefits payable for unemployment during 
the benefit year became $975. An additional change in the law pro- 
vided that in order to be eligible for unemployment benefits an em- 
ployee must have earned in his base year $300. The amount which 
had been required up to 1952 was $150. 

During the hearings on the bill which became the 1952 amendments 
to the Unemployment Insurance Act the Railroad Retirement Board 
estimated that the bill would increase the cost of benefits under the 
act by 40 percent. 

The increase of 40 percent in unemployment benefits resulting from 
the 1952 amendents was on top of the increase of over 20 percent from 
the 1946 amendments which was on top of the 60 percent increase from 
the 1940 amendments. Thus, since the enactment of the Unemploy- 
ment Insurance Act unemployment benefits have been liberalized by 
at least 169 percent. 

The maximum weekly rate for unemployment has been increased 
from slightly less than $12 to $37.50 or 204 percent and the maximum 
number of days for which benefits are payable in a benefit year has 
been increased from 80 to 130 or 6214 percent. The maximum total 
amount of benefits payable to an individual for unemployment during 
a benefit year has been increased from $240 to $975, over 300 percent. 

In noting the striking increase in unemployment benefits it should 
be remembered that the statute now provides for cash sickness and 
maternity benefits in addition to and at the same rates and total 
amounts as the unemployment benefits. 

It should also be pointed out that the daily benefit schedule under 
the Unemployment Insurance Act is constructed in such a way that 
any substantial increase in wage levels automatically increases unem- 
ployment benefit levels. 

The average increase of at least 169 percent in unemployment bene- 
fits resulting from the amendments of 1940, 1946, and 1952, takes no 
account whatever of the large increases in benefits which automati- 
cally resulted from the increase in railroad wage levels since 1939. 

As I shall subsequently show, benefits under the Railroad Unem- 
ployment Insurance Act are substantially greater than those available 
to employees covered by the State unemployment compensation acts. 

In the discussion of the amendments proposed by H. R. 7840 to the 
Railroad Unemployment Insurance Act, I shall use the terms “benefit 
year” and “base year.” It might be well to have in mind how these 
terms are defined in sections 1 (m) and 1 (n) of the act. Section 1 (m) 
reads: 

The term “benefit year” means the 12-month period beginning July 1, of any 
year and ending June 30, of the next year, except that a registration period be- 


ginning in June and ending in July shall be deemed to be in the benefit year end- 
ing in such month of June. 











112 AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS 


Section 1 (n) reads: 

The term “base year” means the completed calendar year immediately preced- 
ing the beginning of the benefit year. 

The receipt of compensation totaling $300 or more in a base year 


entitles an unemployed individual to benefits for 130 days of unem- 
ployment and 130 days of sickness in his benefit year. 

I have already shown the tax effect of increasing the maximum com- 
pensation from $300 per month to $350 per month for unemployment 
purposes and that the railroads, which pay all of the cost of the unem- 
ployment system, are in no position to pay any increased taxes. 

Section 304 of H. R. 7840 would make the present maximum daily 
benefit rate of $7.50 per day applicable to individuals whose compen- 
sation in their base year ranged from $3,500 to $3,999.99 instead of 
$3,500 or more; add a new daily benefit rate of $8 for individuals 
whose compensation in their base year was $4,000 and more; and add 
a provision to the effect that the daily benefit rate shall not be less than 
one-half “of the daily rate of compensation for the employee’s last 
employment in which he engaged for an employer preceding the regis- 
tration period * * *” but not to exceed $8 per day. 

I wish to address myself first to the proposal for increasing the 
daily benefit rate to an amount not less than 50 percent of the last daily 
rate of compensation, but not to exceed $8. The proponents of this 
amendment state that: 

Our recommendation that the daily benefit rate be set at not less than 50 per- 
cent of the last daily wage rate in railroad employment, but not to exceed $8, is 
consistent with the recent recommendation regarding Federal-State unemploy- 
ment insurance systems made by the President in his Economic Report trans- 
mitted to the Congress. (See H. Doc. No. 289, pp. 97 and 98.) 

It does not appear that the provision in section 304 of H. R. 7840 is 
consistent with the President’s recommendation which, as it appears 
in the Economie Report (H. Doc. No. 289, pp. 97 and 98) reads: 

Amount of benefits: A second inadequacy is the size of benefits. Originally, 
upon the recommendation of the President’s Committee on Economic Security in 
1935, the States set benefits generally at 50 percent of weekly wages. However, 
they also fixed dollar maximums which have since significantly curtailed the 
benefits. The effective ratio of average weekly unemployment benefits to average 
weekly wages of covered workers was 43 percent in 1938. Since then, with dollar 
maximums failing to keep pace with rising wage levels, the effective ratio has 
fallen to 33 percent. At present, these maximums are typically between $20 and 
$30 weekly. It is suggested that the States raise these dollar maximums so that 
the payments to the great majority of the beneficiaries may equal at least half 
their regular earnings. 

While the term “regular earnings” is not defined, it is certainly rea- 
sonable to assume that it relates to the amount received during some 
period and not merely to the daily rate of pay on the last day of 
employment. The proposal in H. R. 7840 would increase benefits to 
one half of the daily rate of pay of the last work performed without 
regard to the amount of regular earnings, and therefore, is quite a 
different. proposal from that contained in the report. The suggestion 
in the report was addressed to the State acts and not to the Railroad 
Unemployment Insurance Act and appears to be based in large meas- 
ure on the decline in the effective rates of average weekly unemploy- 
ment benefits to average weekly wages from 43 percent in 1938 to 33 
percent. The Railroad Retirement Board’s figures show just the 
opposite trend as the rates of average weekly unemployment benefits 
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to average weekly wages under the railroad system increased from 
26.3 percent in 1940 to 39.7 percent in 1953. ' 

The adoption of the 50-percent-of-last-daily-wage proposal would, 
as a practical matter, wipe out the first six daily be nefit rates now pro- 
vee by the act. The schedule of the rates presently in the act, 
together with the maximum payable for unemployment and for 
sickness, is: 


Maxir t fits 
otal « pens. i du bas r Daily benefit For either } h un- 
: un 1 : I rent 
met K i K ss 

at IVs "yt) 

$300 to $474.99 $3. 00 20K) ENO 
$475 to $749.99 } 50 455 910 
$750 to $999.99 1. 00 520 1,040 
$1,000 to $1,299.99 1 AO ARS 1,170 
$1,300 to $1,599.99 Of 650 00 
$1,600 to $1,999.99 5 50 15 1. 480 
$2,000 to $2,499.99 600 21) 1 540 
$2,500 to $2,909.99 ‘) 845 1, 690 
$3,000 to $3,499.99 7.00 910 420 
$3,500 and over | 7.50 975 150 


The minimum hourly rate of 
$1.50 so that earnings for an 8-1 


railroad employees is substantially 
our day would be $12 and the mini- 
mum daily benetit rate under the proposed amendment would be $6. 
The minimum weekly benefit rate for total unemployment would be 

) which is as high as the maximum weekly benefit for total unem 
ployment payable account of an individual under all of the 51 State 
acts, except Alaska which would pay $35, and Wisconsin which would 
pay $35. 

The establishment of the $6 minimum rate for minimum daily un 
employment benefits would double the present minimum of $3, would 
increase the $3.50 bracket by 71 percent, would increase the $4 bracket 
by 50 percent, would increase the $4.50 bracket by 33 percent, would 
increase the $5 bracket by 20 percent, and would increase the $5.50 
bracket by 9 percent. To illustrate the effect of what would happen, 
[ offer the following example, which while probably somewhat ex- 
treme is by no means unlikely. 

In the summer of 1953 an 18-year-old boy obtained employment on 
a railroad for some 214 months as a fireman. His earnings for 
this period of time were approximately $600, but the daily rate on 
his last job was $14. On the basis of this $600 of earnings he would 
be entitled under the bill to $910 of unemployment benefits plus $910 
of sickness benefits, or a total of $1,820 during the year beginning 
July 1, 1954. The maximum benefits would be three times the amount 
of his actual earnings. 

At this point I should like to direct. your attention to what we be- 
lieve to be a wholly unjustifiable feature of the present act which 
would be further exaggerated by the 50 percent of last daily wage 
provision in H. R. 7840, This feature has to do with the payment, 
under certain conditions, of benefits for time lost because of injury 
or sickness, including so-called maternity sickness. 

The railroads are the only industry in the United States required 
to pay all of the costs of benefits payable for loss of wages due to 
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injury or sickness. And, they must pay these benefits whether or 
not such injury or sickness occurs within a reasonably proximate 
date to the date of last employment in the railroad industry. 

In the cited example of temporary work as a fireman during the 
summer of 1953, the oe was employed for about 214 months. If his 
work terminated in September 1953, he could draw benefits for an 
injury or sickness incurred in June 1955, or some 21 months later. 
We can see no rational basis why a man who is not working in the 

railroad industry, and who has not worked in the railroad industry 

for many months, should be paid benefits out of the railroad unem- 
ployment benefit fund because of an injury or sickness incurred long 
after he left the railroad industry and long after he might reason- 
ably be expected to have been employed by some other industr y: 

Another example would be that of an individual who worked full 
time in December 1953 and January 1954. Such an individual would 
have earnings of at least $300 in each of 2 calendar years and would 
be eligible for unemployment benefits in each of the 2 pares 
benefit years, that is, during the period July 1, 1954, to June 30, 1956. 
If such an individual was injured or became sick in June 1956" some 
29 months after his last service with a railroad, he would be eligible 
for sickness benefits. The railroads should not be required to pay 
benefits based on such remote employment. No other industry is 
called upon to pay similar benefits. 

The maternity benefit provisions of the present act are equally— 
and possibly more—unjustifiable. For example, a woman quits her 
work with a railroad to get married, with no intention of again en- 
gaging in work of any kind. She moves to a different location with 
her husband. Some months later she becomes pregnant and goes to 
a field office of the Railroad Retirement Board to see if she can get 
any benefits under the Railroad Unemployment Insurance Act during 
her maternity period. 

Of course she can. So, she is paid benefits for the full maternity 
period, although she still has no intention of returning to work for a 
railroad. The maternity period could begin at a date as far removed 
as 29 months after she quit her job with the railroad. It is important 
to note that the benefits paid to maternity sickness beneficiaries aver- 
aged $755 during the fiscal year 1953. 

The adoption of H. R. 7840 would aggravate these unjustifiable situ- 
ations by at least doubling the present minimum daily benefit rate. 

It seems clear to us, that if there is to be any amendment of the 
Railroad Unemployment Insurance Act it should be to eliminate all 
maternity benefit payments and to limit injury and sickness benefit 
payments to persons who have been in railroad service within a reason- 
able time—say 30 to 60 days—of the injury or sickness for which 
benefits are claimed. 

A very natural question, it seems to me, is how do the unemployment 
benefit provisions for railroad workers under the p = resent law compare 
with the unemployment benefit provisions for workers under the State 
systems ? 

The railroad system, in addition to paying benefits for unemploy- 
ment due to lack of work, includes a provision for payment of benefits 
in the case of unemployment due to injury or sickness solely at the ex- 
pense of the railroads and no State has such a provision. 
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Only four States have sickness provisions. They are Rhode Island, 
California, New Jersey, and New York. In two of those States, 
Rhode Island, and California, the cost of the program is borne solely 
by the employees. The employers do not contribute. 

In New Jersey, three-fourths of the cost is borne by employees and 
one-fourth by employers. In New York, employees pay one-half of 1 
percent of their wages to support the program and any cost in excess 
of these taxes is payable by employers. 

This factor alone—injury and sickness benefits—would make the 
railroad system much more liberal than any State system even if they 
were otherwise on an equal basis. The fact is, however, that even 
without regard to sickness benefits the railroad system is far more 
liberal than the State systems taken as a whole. — 

Probably the best single overall comparison is to be found in the 
amouit of benefits actually paid by the railroad system and the State 
systems. The records of the Railroad Retirement Board show that 
the weekly payment under the railroad system for total unemploy- 
ment averaged $29.50 for the benefit year ended June 30, 1953. Fig- 
ures for the same benefit under the State systems are not available for 
the year, but for the last month of that year—June 1953—the average 
weekly payment for total unemployment was only $23.23. Other sig- 
nificant factors are compared in the following table: 

States 


Provision . F re Railroads 
Simple ave Weighted 
average ! 


Minimum weekly benefits (low, $3; high, $15 ‘ . 82 .6 $15. 00 
Maximum weekly benefits (low, $20; high, $35) 26 27.6 37.50 
Maximum total benefits payable in a year (low, $320; high, | 

$910) 
Maximum weeks of total unemployment payable (low, 16; 

high, 2644) ; ‘ 


1 Computed by weighting figure for each State by number of beneficiaries in calendar year 1952. 

NoTe.—Dependents’ allowances are excluded because they constitute only about 1 percent of the total 
payments by the States. If included, there would be 4 States under which maximum weekly benefit 
would exceed $37.50, namely, Alaska, $70; Connecticut, $45; Maryland, $38; Nevada, $50. 

The amounts shown as applicable to the railroad system cover only 
the one program of unemployment due to lack of work. In addition, 
identically the same amounts are payable for unemployment due to 
injury or sickness, including so-called maternity sickness. 

Thus, it seems clear that railroad employees are more liberally pro- 
vided for in the case of unemployment, including unemployment 
caused by injury or sickness, than are the employees of other industries, 
including the competitors of the railroads. And, it must be remem- 
bered that the costs of operating both the railroad system and the 
State systems are paid solely by employers. Certainly, it could not 
be argued than an unemployed railroad worker is more disadvantaged 
by unemployment than is his neighbor who is employed in some other 
industry. It follows that the present spread between the railroad 
system and the State systems should not be widened. This is particu- 
larly true in light of the fact that the railroad system covers 1.4 million 
employees or 3.8 percent of the 36.6 million employees covered by the 
State systems. 
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That concludes my statement, Mr. Chairman. 

The Cuarrman. Are there any questions, gentlemen ? 

Mr. Do.titver. Mr. Chairman. 

The Cuarrman. Mr. Dolliver. 

Mr. Dortiver. I just want to direct your attention to one phase 
of your statement Mr. Ettenger. By the way, it was a very good 
statement. 

Mr. Errencer. Thank you, sir. 

Mr. Dottiver. You have made comparisons in your statement be- 
tween the Railroad Retirement Act and the Railroad Unemployment 
Insurance Act, and tae same systems under the so-called Social Security 
Act. 

Are we, as members of this committee, to understand that you imply 
that you favor the throwing of the Railroad Retirement Act under 
the provisions of the Social Security Act ? 

Mr. Errencer. No, sir. 

Mr. Dottiver. In other words, you are not advocating that kind of 
a departure / 

Mr. Errencer. No, sir. 

Mr. Dotiiver. The fact is that this railroad system, as I take it 
from your statement, went into effect and was enacted after the Social 
Security Act went into effect and became part of the law ? 

Mr. Errencer. Well, the first act was declared unconstitutional. 

Mr. Dotutver. I mean the effective act. 

Mr. Errencer. The effective act came after the Social Security Act; 
yes, sir. 

Mr. Dotiiver. The effective act virtually came about by reason of 
an agreement between railroad management and railroad labor at 
the suggestion of President Roosevelt ? 

Mr. Errencer. That is correct, sir. 

Mr. Dotirver. At that time a choice was made not to use the provi- 
sions of the Social Security Act and to not apply it to the railroad 
industry ; is that not true? 

Mr. Errencer. That is true. 

We did not have quite as big a spread in the taxes that were levied 
to support the two systems then as we have today. 

Mr. Dotiiver. Yes; that is very true. But I am just pointing out 
that at that time the choice was deliberately made by railroad manage- 
ment and labor not to get under the provisions of the Social Security 
Act. 

Mr. Errencer. That is correct, so far as the railroad retirement 
feature is concerned, sir. 

Mr. Dotuiver. So the people whom you represent, the Association 
of American Railroads are not here today advocating an abandonment 
of the Railroad Retirement Act in favor of social security ? 

Mr. Errenaer. No, sir. 

Mr. Dotiiver. Thank you. Thatisall. 

The Cuarmman. Any further questions? 

Mr. Harris. Mr. Chairman. 

The Caarrman. Mr. Harris. 

Mr. Harris. Mr. Ettenger, I did not hear the first part of your state- 
ment and I have not had an opportunity to go over it yet. It has been 
very helpful to have you refresh our minds on the legislative history 
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of the railroad retirement program and the Railroad Taxing Act; and 
unemployment insurance. 

Following through on the question that Mr. Dolliver just asked 
you—and, that ison a comparison you have made between the railroad 
retirement and unemployment insurance program of the railroads and 
the social-security program and the unemployment insurance systems 
among the various States—I assume you have done that in order to 
show that this program for the railroad aren, hee has continued to 
pioneer, so to speak, in this field for the benefit of its employees and, 
therefore, keeping apace of other such programs, including socia! 
security. 

Mr. Errencer. No; I do not think that that expresses it quite as 
I would, Mr. Harris. 

Mr. Harris. Well, can we assume that you mean that this program 
should be more in keeping or in line with the provisions of the social 
security prograin ¢ 

Mr. Errencer. Yes. I think that becomes somewhat important, or 
very impo! ‘tant, when we hs ave th e principles of coordin: ition or inte 
bien’ Ping ¢ papa Ragemtbioriipit tte damian pepe 

Of course. primarily, the additional cost of the program is the 
problem that bothers us. 

Mr. Harris. That leads me to this question—and I do not want you 
to think at all that I have atte mpted to lead you into it intentionally 
b ut, we are told, or at least, there isa great deal of discussi ion that he 
social-security program is likely to be amended to raise the tax base 
on which taxes are paid from the present $3,600 up to $4,200. 

Mr. Errencer. We have heard that too; but should the tail wag 
the dog? 

Mr. Harris. Now assuming that that would be done, then would you 
be in a position to say that this program should have the same increase 
in the tax base ¢ 

Mr. Errencer. Mr. Harris, I cannot answer that now. We would 
have to look at it. Anything that increases the railroad taxes at the 
present time certainly looks like a disastrous thing. 

Mr. Harris. Well, I appreciate that viewpoint. And, you have 
made it very clear here in your very fine statement ; but at the same 
time, you are making this comparison, and it oceurs to me that since 
you do base your statement on what happens perh: ips to thie social 
security program, it is fair to ask you what can we assume to be your 
position if that is amended, increasing the tax base to $4,200, in the 
social security / 

Mr. Errencer. If it were increased to $4,200, the railroads would 
still be ae a very substantial sum in taxes more than anybody un- 
der the Social Security Act, including their competitors. 

Mr. Harrts. I appreciate that, insofar as the rates are concerned. 

Mr. Errencer. Yes. 

Mr. Harris. But, we are talking now about the basic salary on which 
this rate should apply. 

Mr. Errencer. Well, whether you increase taxes by increasing the 
rate or increasing the base, you get identically the same results. The 
dollar has got to come out of the cash register. 

Mr. Harris. Well, I appreciate the fact that any program that 
causes a person or a corporation to pay more money is a tax increase 
one way or another. 
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Mr. Errencer. Yes, sir. 

Mr. Harris. But we have also got to recognize that you have these 
responsibilities over the period of years which must be assumed one 
way or the other. I thought Mr. Dolliver’s question was very appro- 
priate at this time, because there is a general feeling among so many of 
the railroad employees throughout the country that there are those 
who do want to get away from this railroad retirement system and 
lump it all under ‘the social- security program. Weare very happy to 
have these comparisons made. 

Now, one other question which I think is rather important. 

In the history of the legislation, you explained that as a result of the 
Supreme Court’s decision in 1935, and the second action taken by Con- 
gress, another suit was filed in the district court for an injunction, and 
the court granted the injunction. Then President Roosevelt called in 
both sides and as a result = a conference an agreement was reached. 

Mr. Errencer. Yes, si 

Mr. Harris. I assume that it has been felt down through the years 
that this agreement is still in force and effect. 

Mr. Errencer. I think so. I have never heard anything to the con- 
trary. 

Mr. Harris. Well, you have explained the subsequent, additional 
changes of 1946? 

Mr. Errencer. Yes, sir. 

Mr. Harris. Which I recall very well. And, the adjustments made 
in 1946. You did not have any difficulties with that ? 

Mr. Errencer. No, sir. 

Mr. Crosser. That was fixed up satisfactorily. 

Mr. Harris. Now, are we to gather from what you have said here 
that there is a possibility that the railroads might change their position 
if this act is constantly adjusted, and might very we I go back to the 
court to test the whole thing ? ¢ 

Mr. Errencer. No, sir. No, sir; you should not get that impression 
at all. I hope I have not given that impression. If I did, I would like 
to correct it immediately. 

Mr. Harnris. Well, 1 want to make that very clear, because I think it 
would be a very important matter, if that were involved in connection 
with this bill. 

Mr. Crosser. Will the gentleman yield ? 

Mr. Harris. I will be glad to yield to the gentleman. 

Mr. Crosser. I want to say this to the gentleman, that I had not 
heard anybody even raise the question along that line. 

Mr. Harris. I have not either until this explanation was made today. 

Mr. Crosser. You knew about that, of course. 

Mr. Harris. I did. 

Mr. Crosser. I do not think that it is necessary to consider that. 
But that isa matter of opinion, of course. 

Mr. Harris. I am not questioning that at all. I just wanted to have 
the record straight as to the purpose and intent of the statement that 
was made here as to how this program came into being, because I think 
it would be a most unfortunate thing throughout the United States to 
have that kind of a situation develop again. 

That is all, Mr. Chairman. 

Mr. Hate. Mr. Chairman. 

The Cuarrman. Mr. Hale. 
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Mr. Hate. Mr. Ettenger, if I correctly interpret your statement it 
comes to this, that the present railway retirement system is the most 
generous system of its kind, in benefits, and the most burdensome in its 
incidence on the employers than any system that is found in the United 
States. Isthat right? 

Mr. Errencer. That would be true of the unemployment system, 
Mr. Hale. I do not think I said that on the retirement system. I said 
we paid more taxes than are paid under the social-security system ; 
three times as much today—more than three times as much—and about 
twice as much, when the social security reaches its maximum in 1970. 
But under unemployment we pay all of the costs, and we provide not 
only for unemployment benefits, which I think are better than other 
systems provide, but we provide for sickness and insurance benefits. 
That is solely at the cost of the railroads. 

And, I brought out they are frequently enjoyed, or can be enjoyed, 
although the employment with the railroad was quite remote from the 
time of the injury or the sickness. 

Mr. Hare. Well, let me get this straight. Did you not say that the 
unemployment feature of it, as affects the railways, is extremely gen- 
erous / 

Mr. Errencer. Yes. 

Mr. Hate. To the beneficiaries and ext remely good to the employees ? 

Mr. Errencer. ‘Yes, sir. 

Mr. Hate. More so than in other American industries ? 

Mr. Errencer. Yes, sir. 

Mr. Hare. But you did not make that characterization of the Rail- 
way Retirement Act ? 

Mr. Errencer. I can only do that insofar as the Social Security Act 
is concerned, because I am not thoroughly conversant with all of the 
various kinds of retirement acts. The Defense Department has one 
type, the civil service has another, the Panama Canal Service has one, 
and I do not claim to know all of those. There are differences. The 
civil service, I think, pay about the same rate of taxes on their income 
as we pay. 

Mr. Hare. But you do say that it is so generous to the retiree and so 
burdensome to the employer that you think we have gone about as far 
in that direction as we can go? 

Mr. Errencer. Yes, sir. To go further requires an increase in the 
taxes. I think that all of the money has been expended, and the actu- 
aries have made the statement furthermore, that the outgo is more than 
the income by some $45 million a year. 

Mr. Harz. There is no evidence available to this committee or to 
anybody else, is there, as to the wishes of the railroad employees on 
the question of increasing the tax base ? 

Mr. Errencer. I just heard the testimony before this committee, 
the statement of a representative of an organization. He said he was 
speaking for all of them. Of course I also heard Mr. Stack say he was 
not in favor of increasing the taxes, and I though I heard Con- 
gressman Van Zandt say that the employees of his district were not 
in favor of increasing the taxes. 

We know when the proposal came up to increase the tax base in 
1951 there were certain groups at least who were not in favor of it. 
Mr. Hatz. No poll has ever been taken ? 

Mr. Errencer. No, sir; not tomy knowledge. 
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Mr. Hate. There just is no evidence on the subject ? 

Mr. Errencer. Not to my knowledge, sir. 

Mr. Hare. I think that is all, Mr. Chairman. 

The Cuarrman. Any further questions ? 

Mr. Rogers. Mr. Chairman. 

The CHarrman. Mr. Rogers. 

Mr. Rogers. Mr. Ettenger, I believe you stated that in the final 
result it does not make any difference whether there is an increase 
in the tax rate or the base. 

Mr. Errencer. That is correct. 

Mr. Rocrrs. Let me ask you this, Mr. Ettenger. In the event 
that this bill is passed, that would increase the cost to the railroads 
approximately how much, did you say ? 

Mr. Errencer. The cost on the average would be an increase 
of $54 million a year, of which $28 million would be in respect of 
retirement and $26 million in respect of unemployment. 

Mr. Rocers. Well, in view of the financial condition of the rail- 
roads at the present time, if this bill were passed, would the rail- 
roads have to make application to the Interstate Commerce Com 
mission for an increase in freight rates ? 

Mr. Errencer. Mr. Rogers, I do not have anything to do with 
the rate structure of the railroads. That is handled by the individual 
railroads. I know that their earnings in the last year, 1953, were very 
unsatisfactory and the prospects for 1954 are even worse. Now, I 
do not know where they would get the $54 million. 

Mr. Rogers. Well, do you think, taking the financial conditions of 
the railroads into consideration, that they could absorb the increase 
that would be brought about by the passage of the bill, without hav- 
ing to go to the Interstate Commerce Commission and ask for an 
increase in the freight rates ? 

Mr. Errencrer. Mr. Rogers, I just do not know the answer to that. 
The railroads have a large improvement program scheduled for this 
year. Could they cut out some of that improvement program and 
pay itoutintaxes? Idonot know. I just do not know. 

Mr. Derountan. Will the gentleman yield ? 

Mr. Rogers. Yes, I will yield to the gentleman. 

Mr. Derocunian. Mr. Ettenger, you said you did not know where 
the railroads could get their money or how they would apply for it. 

I come from Long Island, N. Y., and we have there a railroad 
which is called the Long Island Railroad, which is the stepchild of 
the Pennsy!vania, and I will tell you where the Pennsylvania tries 
to get its rates. ‘They have a pending application now, a 25-percent 
increase before the Interstate Commerce Commission and at the same 
time they have applied to the State commission for a 1214-percent 
increase. That is one way of applying for increases, and they have 
done in a double-dealing way. That may answer the question how 
some railroads request increases. Just ask the Pennsylvania. 

That is all, Mr. Rogers. Thank you. 

Mr. Rogers. Mr. Ettenger, there cannot be an increase in freight 
rates unless they are approved by the Interstate Commerce 
Commission ¢ 

Mr. Errencer. That is correct. 

Mr. Rocers And, if we pass this bill, that would increase the op- 
erating costs of the railroads some $54 million. That is what you 
stated ? 
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Mr. Errencer. Yes. 

Mr. Rogers. Is the condition of the railroads such that they can 
stand that additional cost without filing an application with the inter- 
state Commerce C a for an increase in rates? 

Mr. Errencer. Well, I do not mean that they would immediately 
jump into bankruptcy, but history shows how long it takes to get a 
rate increase. We would be paying taxes for some little time before 
we ever got them back as our rates are not made higher retroactively. 

Now, 3.7 percent return on depreciated value is pretty low, to try 
to keep 7 your plant up, to keep going, and do the various things the 
railroads want to do. The railroads are not a dying industry, and 
they are not a stagnant industry. They area dynamic industry. They 
are moving forward. They are doing things. They have expended 
over $1,200 million for about 7 years, just on improvements, and they 


still have some way to go. They have got a $1 billion plus budget 
for this year, 1954, that l know that they would like to do. l hope 


they w ili he ave the funds to do it. 

Mr. Rogers. Thank you. That is all, Mr. Chairman. 

Mr. Hesevron. Mr. Chairman. 

Phe CuHarrman. Mr. Heselton. 

Mr. Heseviron. In your conclusion you say this, that the spreads 
between the railroad system and the State system should not be 
widened. 

Of course, that is an assumption. ‘That is based on the assumption 
that the State systems will not be changed, because of the recommen- 
dations made by the President in his economic report. 

In an excerpt you quoted from that report and you pointed o 
that he uses the words “regular earnings. 

There can be no doubt in that connection, if what he suggested is 
right, that there should be an increase to at least 50 percent. 

Mr. Errencer. | think that the President said for the majority 
of the beneficiaries. He did not mean for everybody. 

Mr. Heseuron. Yes. 

Mr. Evrrencer. For the majority. I wish I know what “regular 
earnings” meant. I have tried to find out and I do not know. 

Mr. Hesevron. If the Federal and State unemployment insurance 
systems are changed in accordance with the President’s recommenda- 
tions, then does not the portion of this bill having to do with the 
unemployment actually come in line with the President’s recommen- 
dations ? 

Mr. Errencer. I would not think so, Mr. Heselton. As I have 
shown in the table a typical State—and it is in the President’s report, 
the maximum today 1s $20 per week up to $30 per week. Those are 
typical. The railroad unemployment shown is $37.50. That is 25 
percent more than the highest of the States of $30. Now, they have to 
go a long ways to get up to $37.50, and this is a program which is 
provided for solely by employers. We were under it at one time. We 
are notanymore. Wehavea separate system. 

Mr. Hesevron. In any event, when you suggest that the spread 
should not be widened, that necessarily rests upon the assumption that 
there will be no change in the State sy stems ¢ 

Mr. Errencer. No, sir. I did not mean it that way. I may have 
said it that wav. What I meant was that we should not start taking 
the railroad system up until at least you have caught the State systems 
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up to us. That seems a long way off, if we look at the progress over 
the last 10 years. 

Mr. Rogers. Will the gentleman yield for a question ? 

Mr. Hesevton. I will yield tothe gentleman. 

Mr. Rocers. The average pay of your workers—is that higher or 
lower than the average pay of the workers in the States cov ered by the 
State unemployment insurance systems / 

Mr. Errencer. | think ours is a little higher, sir. 

Mr. Rocers. Therefore there would be some justification for a higher 
unemployment payment in your industry? 

Mr. Errencer. Possibly slightly higher; yes. 

Mr. Rocers. That is all. 

Mr. Hesetron. As a matter of fact, it is true, is it not, that generally 
speaking the railroad industry does have a complete retirement sys- 
tem, and because of the retirement system, and the unemploy ment pro- 
gram, people are attracted to the railroad service and stay with 
civeal service ? 

Mr. Errencer. Well, I would hope that that was true, having been 
a railroad worker for some little time myself; but I have heard the 
contrary. I have heard people say that they did not want to take 
railroad employment because they get stuck for 614 percent of their 
wages, and that they can go out and work for some body for 2 percent. 

Mr. Heseiton. Do you ‘think that that is a fair ex: unple of the way 
railroadmen feel ? 

Mr. Errencer. No; I have just heard that comment. I probably 
should not have brought it in. 

Mr. Hesetron. We hear a lot of comments that are not necessarily 
true. 

Mr. Errencer. Yes, sir. 

Mr. Hesevron. I would like to turn to the portion of the retirement 
section, because you laid stress on the added costs. I would like to go 
in reverse on the schedule that was furnished by the Railroad Retire- 
ment Board, and I assume that you are willing to accept those 
statements ¢ 

Mr. Errencer. Yes, sir. 

Mr. Hesston. They seem to be accurate. 

Mr. Errencer. The best available. 

Mr. Heserron. On the elimination of national delegates service 
where other railroad service is not credible, $10,000. 

Mr. Errencer. Yes, sir. 

Mr. Hesevron. $5,000 to be borne by the railroads. I do not as- 
sume that that would be a staggering burden. 

Mr. Errencer. No; that is not a staggering item, of course. 

Mr. Heseiron. Elimination of reduction in survivor benefits on 
account of railroad retirement benefits would be $20,000; $10,000 to 
be borne by the railroads. That is a relatively minor item. 

Mr. Errencer. Those three are minor items, and I combine them 
in my statement. 

Mr. Hesetton. “Disregarding compensation after age 65 if use of 
such compensation would reduce annuity,” would be $50,000; $25,000 
borne by the railroads. 

Mr. Errencer. That is right. 

Mr. Hesetton. That is in the same category ? 
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Mr. Errencer. Yes. There is possibly a little difference. That 
is one of the headings that I did not mention. 

Mr. Hesruron. W hy not just eliminate that compensation after 
age 65, if you want to do something, take in both cases. 

Mr. Errencer. It isa matter of cost. 

Mr. Heseiron. Certainly it is a matter of cost. 

Mr. Errencer. It costs money. 

Mr. Hesevton. What I am trying to do is to narrow it down so 
that we will know where we are and what we have to work with. 

Now, the “survivor benefits continued to young widow and depend- 
ent disabled child past 18” would cost $750,000. 

Mr. Errencer. Yes, sir. 

Mr. Hesevron. That is $375,000 spread among the railroads. 

Mr. Errencer. Yes, sir. 

Mr. Hesetron. While it looks like a fairly substantial sum, I do 
not imagine there again it would be expensive. 

Mr. Errencer. Taking : any item by itself, it is not; but I always 
have to recall that the present system is $45 million a year in the red, 
according to the best estimates we can get. This same Railroad Re- 
tirement Board that is estimating these figures, says that it is running 
$45 million a year in the red. Now, when you are piling something on 
that, you are promising to pay that something at a later date. 

Mr. Hesevron. Certainly, there is considerable merit and the 
thought is that they are trying to do something for a young widow 
with a young child. It may cost money. Nearly everything costs 
money. 

Mr. Errencer. Yes, sir. 

Mr. Hesetron. That may require some degree of better manage- 
ment, better operation, or whatever you may have in connection with 
the challenge presented by the suggestions of this kind, tending to im- 
prove a vood system; a system that meets with the approval of ‘the em- 
ployees to the extent that they are willing to help pay for it. That is 
what I am trying to bring out. 

Mr. Errencer. Yes. I guess the retirement people and all of us 
are interested in this act, and I think that we all are—— 

Mr. Heseiron. I assume you are. 

Mr. Errencer (continuing). They have the same problem. I 
know if I presently had a couple of hundred thousand dollars I could 
do a tremendous amount of good within my own relations and ac- 
quaintances. I think the retirement system is probably the same way. 
We have all got to budget our problems. 

Now, the sponsors of “increased retirement benefits have been a little 
optimistic, I think, on revenues and on 1 or 2 occasions, according to 
the figures I have. 

Mr. Hesevron. Let us say that that might be. 

Mr. Errencer. It has taken 17 years to think up this particular 
change. 

Mr. Hesexron. It may be that for 17 years something should have 
been done about it, sir. 

Mr. Errencer. It is quite possible, sir. 

Mr. Hesetron. Certainly on this “change in disability work clause,” 
there is a good deal of merit to that. 

I have an idea that you will find that the Ways and Means Commit- 
tee will report out a liberal provision on that work clause. As to that 
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it is estimated not only that it is not to cost anything, but will actually 
reduce the expenditures by $1,500,000. 

So that, together with the survivor benefits continued to young 
widow and dependent disabled child, is more than offset. 

Mr. Evrrencer. There are differences in opinion as to that one clause. 
[It seems to me that Congressman Curtis, instead of having a work 
clause applied as to months, wants to put in an annual work basis. 
I think that may have been in the President’s recommendation. 

I know that I have heard that there have been abuses of this $75 
restriction. People have worked for 5 months for considerably more 
than $75 and dropped down to $72, to take advantage of that, or gone 
fishing, or maybe just deferred receipt of compensation for a month. 

Mr. Husevron. Well, there may be some instances of that in the 
overall picture. The idea that a person should not attempt to supple- 
ment his income after he retires has been much abused and, on the 
other side, restricting his legitimate right to increase his livelihood 
seems improper. 

Mr. Evrrencer. I have always had one trouble. I have never heard 
a good definition of what constitutes retirement. Does that mean re- 
tirement from the labor market or retirement from the job you pre 
viously held? I donot know. 

Mr. Heseiron. I am not going to get into a philosophical discus 
sion of that for the moment. 

I think that we have narrowed it down to the third provision, which 
is “reduce eligibility age for widows and parents from 65 to 60,” and 
that would cost $23,500,000 per year. 

Mr. Errencer. Yes; and would constitute a significant sum. 

Mr. Heserron. Do you not think that there is some merit in the 
idea, particularly as to widows and their not being able to work? 
They simply cannot hope to get employment. They cannot get em- 
ployment at the age of 60. We have to recognize that as a fact. In- 
dustry will not employ people of that age. They can only get oc- 
casional employment. If a man has been working on the railroad 
until he has reached the age of 65, or beyond, certainly he has devoted 
the major portion of his life to the industry, and although I concede 
there is money involved and half of it has to be paid for by the 
railroads, I still think there are other factors than that that have to be 
taken into consideration. 

Mr. Errencer. Well, personally, I find it very difficult to separate 
this bill into its component parts, when it comes to its passage. I mean 
everything is all wrapped up together. 

Mr. Heserron. It has to be wrapped up in one package. That is 
practically the way that all legislation comes up. ; 

Mr. Errencer. Yes. 

Mr. HESsELTON. If you want to change 6 sections of a law, you do not 
put in6 bills. You put in 1 bill covering 6 sections. 

I think this boils down to the fact that this charge is substantial, 
when it involves $25 million and $6 million in survivor benefits. And 
there, I take it that that is the heart of your opposition. 

Mr. Errencer. The opposition is to the increase of $28 million of 
taxes, possibly. That isa very serious question. 

Mr. Crosser. Will you repeat that? 

Mr. Errencer. I say that the opposition to the bill lies in the fact 
that it increase railway taxes alone by $28 million a year, and that 
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is a lot of money, and would, of course, make us that much worse off 
than our competitors. 

Mr. Heserton. I have not seen the latest figures on the earnings of 
the railroads. My impression is in looking over the report of the 
Interstate Commerce Commission for the last several years, that their 
earnings have been in a very satisfactory situation, over the last few 
years, generally speaking. 

Mr. Errencer. Well, I could not possibly agree with that sir, when 
we are under 4 percent. In fact, I think in Za parte 175, our last rate 

‘ase, the Commission said, judging by any standards, railroad earn- 
ings are at a subnormal level. 

Mr. Heseiron. Has there been improvement ? 

Mr. Errencer. Mr. Getty, of course, following me, is going to go 
into the financial situation in considerable detail, IT hope. 

Mr. Hesevron. I beg your pardon. 

Mr. Evrencer. Mr. Getty, who is going to follow me, will go into 
considerable detail on the financial situation. 

Mr. Hesetron. I am simply indicating that according to the Inter- 
state Commerce Commission’s reports, if they are correct, from 1942 
to 1952, there has been at least an improving picture, financially, in 
the railroads, and because of the statement Mr. Stack made here the 
other day to the effect that the railroads are a dying industry 

Mr. Errencer. I cannot quite agree with that. 

Mr. Hesetron. I cannot agree with that. 

Mr. Errencer. I do not agree with that. I think we are going to 
keep on growing. I do not see anything that can take the place of 
two steel rails, with a locomotive pulling a string of cars. 

Mr. Hesetron. That isall, Mr. Chairman. 

The Cuarrman. Are there any further questions, gentlemen ? 

Mr. Wiiuiams. Mr. Chairman. 

The Cuarrman. Mr. Williams. 

Mr. WituiaMs. Mr. Ettenger, as I understood your testimony a 
minute ago, I believe you said that this bill would add approximately 
$54 million to the costs of the railroad’s. 

Mr. Errencer. Yes, sir; that is the average cost. That is not the 
actual cost. That is the average cost. It might be one thing one year 
and another another. 

Mr. Witutams. Now, of that $54 million some $28 million would 
be the cost on the increase in your payroll taxes; is that right ? 

Mr. Errencer. Under the retirement taxes; railroad retirement 
act only. 

Mr. Witt1aMs. That is right. Now, the unemployment aspect of 
this legislation, I assume, will be the difference between $54 million 
and $28 million, which is about 

Mr. Errencer. $26 million. 

Mr. WituiaMs. $26 million? 

Mr. Errencer. Yes, sir. 

Mr. Wriu1aMs. Now, I have only two questions in connection with 
that. I do not know whether you have answered those questions or 
not. 

Mr. Errencer. I will try to. 

Mr. WitxraMs. I think they are vital to the determination of whether 
or not the railroads can actually bear the additional expenses. One is, 
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what percentage of your overall operating expenses does this $54 mil- 
lion increase represent ? 

Mr. Errencer. I would rather leave that to Mr. Getty, if you do not 
mind. I could make a guess, but it would be just a guess, and he can 
give that to you accurately. 

Mr. WituiaMs. Possibly you can give us an estimate. Would that 
be one-half of 1 percent, or 3 percent, or what? Just give us an esti- 
mate. Ofcourse, I know that you do not have the figures. 

Mr. Errencer. It would be less than 1 percent, Mr. Getty tells me. 

Our operating expenses are about $8 billion. It would be seven- 
tenths of 1 percent. 

Mr. WitiiaMs. It would be a question, actually, assuming this legis- 
lation is good legislation—and frankly I do not know whether it is or 
not—assuming that it should be enacted and it is good legislation then 
actually it would add to the cost of the railroads, less than 1 percent. 

Mr. Errencer. Our total expenses; yes, sir. 

Mr. Witu1aMs. Now, my second question is—— 

Mr. Harris. Will the gentleman yield at that point, before he leaves 
that subject ? \ 

Mr. Wittiams. Yes, I will yield. 

Mr. Harris. For what I think might be a clarification. 

At page 10 of hisstatement Mr. Ettenger says: 

The proposed increase from $300 per month to $350 per month in the maximum 
compensation for purposes of the retirement system will, as I have already said, 
increase the taxes payable by employers and employees in the average annual 
amount of $28 million each, or a total of $56 million. 

Mr. Errencer. That ison both parties? 

Mr. Harris. Yes. 

Mr. Errencer. $28 million for the railroads, and $28 million to the 
employees. 

Mr. Harrts. That is what I say, $28 million to the railroads and 
$28 million for the employees. 

Mr. Wiuiams. That is $56 million increase in the retirement 
system. 

Mr. Harris. Yes. 

Mr. WituraMs. And none of that total, I understood, had to do with 
the unemployment insurance features. 

Now, the second question—I assume this should really be asked of 
the Railroad Retirement Board—is this; leaving out the unemploy- 
mentment feature of the bill, will the additional taxes or additional 
revenues received from raising the base from $300 to $350 pay for the 
additional benefits which are carried under this bill other than the 
unemployment benefits ? 

Mr. Errencer. No, sir. 

Mr. Wiu1aMs. Then if this bill were passed, am I correct in assum- 
ing that it would cost the railroad retirement fund money ? 

Mr. Errencer. Now, the additional 

Mr. Wuiu1aMs. You see the point I am asking? 

Mr. Errencer. I am taking the additional cost of this bill, and I 
have added the cost under H. R. 356, which was passed by the House. 

Now, the combination of those two is $61,330,000 a year. Of course 
the net cost of the provisions of the bill itself are $53,830,000, so there 
— be $2 million more revenue than would be the cost on a level 

asis. 
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Mr. Witu1aMs. Let me ask you this. The employer contributions, 
made by the railroads to the unemploy ment fund, is that kept separate 
and apart from the railroad retirement fund, or is it all lumped to- 
gether into a general fund ? 

Mr. Errencer. No, sir; it is separate. 

Mr. Wuiams. Then, the cost of this bill, I believe you said was— 

Mr. Errencer. $53,830,000, as shown on page 11 of my statement. 

Mr. Wituiams. Does that include the additional cost of the addi- 
tional unemployment benefits ? 

Mr. Etrrencer. No, sir. 

Mr. WitiraMs. It does not ? 

Mr. Frrencer. No,sir. Just the retirement end. 

Mr. Wiiu1ams. Then, the fund would probably operate at a deficit 
of some $45 million or $50 million. Is that according to your state- 
ment ¢ 

Mr. Errencer. The present deficit is $45 million. Now, if we add 

$7,500,000 to the cost of H. R. 7840 we would get $61,300,000. In 
fi curing those costs there are other factors that have to be considered. 
There is the unfunded liability in the railroad retirement fund. If 
you spread the interest on that amount at 3 percent, compounded semi- 
annually, on that fund, over a $5 billion payroll, you get 1 percent. 
If you spread that over $5,450,000,000, you get a lesser figure. That 7 
why the level cost is about 13.29 percent of a $5,450,000,000 annual pa 
roll, which would be produced by the $50 ade litional ms 1ximuM on our 
present payroll of $5 billion. The Retirement Board estimates a 9 
percent increase. 

Mr. Witu1aMs. Then, looking at this legislation purely from the 
standpoint of actuarial soundness of the railroad retirement fund, thi: 
would further throw it out of balance. Is that correct ? 

Mr. Errencrr. No; it would not. Partly because the spreading of 
interest over the larger annual payroll reduces the interest charge 
you have to make to keep the system going on an unfunded liability 
account. 

Mr. Witt1ams. This is getting a litle too deep for me. I will yield 
to the gentleman from Massachusetts. 

Mr. Heserron. I do not know whether the sheet Mr. Lyon testified 
from was furnished by the Railway Retirement Board, but my recol- 
lection is that he did say that he obtained the information from the 
Board, and this statement is made: 





The proposed amendments would increase the ceiling on taxable payroll from 
$300 to $350 per month. This would add $450 million to the total taxable payroll 
and $56 million to the taxes under the existing schedule. The change to the 
$350 ceiling would in itself add $31 million in benefits. * * * Deducting this 
from the $56 million additional taxes would leave a net revenue increase of 
$25 million. 

That is based on, I assume, something taken from the Railroad Re- 
tirement Board. 

Do you disagree with that statement ? 

Mr. Errencer. Up to that point, but then they proceed to spend 
the $25 million. You see $23,500,000 goes to widows and widowers, 
and $750,000 for young widows and dependent disabled child, and 
$80 million for the additional changes. 

Mr. Heseiron. We have $670,500,000, railroad retirement benefit 
under the present act. Then we have a net level rate of $724,330,000. 
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Then they come to the conclusion that the cost of the payroll would 
be 13.29 percent as compared with 13.41 under the present act. 

Mr. Evrrencer. That is correct. 

Mr. Hese.tton. Well, I do not understand that. 

Mr. Errencer. You see, the bigger the payroll, Mr. Heselton, the 
smaller the cost; when you spread the cost over a larger payroll, you 
reduce the cost of certain items of, let us call them overhead. 

Mr. Hesettron. My point is, I cannot understand it, if your 
statement applies to the act. This is of particular importance. I 
am not talking about unemployment now. 

Mr. Errencer. Well, I tried to add the costs of H. R. 356, which 
this committee has favorably reported and the House has passed. 
That is $7,500,000. Of course that is not in the Railroad Retirement 
Board’s figures, nor in the statement of Mr. Lyon which was put into 
the record, but it is something that cannot be overlooked, because it 
has been passed by the House. 

Mr. Wiriutams. Let me ask one more question to try to clear that 
up. In order to pay for the additional liberalizing benefits to the 
retired employees carried in this bill, additional taxes are to be levied 
by raising the base from $300 to $350. Along with that, of course, 
additional benefits, corresponding to the increase in the tax base, will 
be carried in addition to the other liberalizing features of this bill. 

Mr. Errencer. Yes, sir. 

Mr. Wiuu1ams. Now, the question I want to ask you is will the 
additional revenue which will accrue to the railroad retirement fund 
by raising the base from $300 to $350 offset the additional cost of the 
additional benefits that are carried in this bill ? 

Mr. Errencer. Yes, sir. 

Mr. WituiAms. Well, that answers the question that I wanted to 
ask. 

The Cuatrman. Are there any further questions? 

Mr. Errencer. I have 2 or 3 questions that I would like to ask. 

You have spoken a great deal this morning with respect to the 
increased benefits that have been made payable out of the retirement 
fund. 

How much have those increased benefits cost the railroads? 

Mr. Errencer. Well, our tax rate was to have been a maximum 
of 314 percent under the 1937 act. It is now 614 percent. 

The payroll that they estimated on in 1937 was approximately 
$2 billion a year. Today they are working on a ca under the 
present system of $5 billion a year. 

So that the combined taxes on the railroad system today are around 
or over $600 million a year. 

The Cuarrman. Whether it is three-quarters on $2 billion or on 
$5 billion makes a difference, of course, in the amount that is payable, 
but does not make any difference in the percentage, so far as the rail- 
roads are concerned. 

Mr. Errencer. Not in the percentage; no, sir. 

The CuarrMan. That is the basic part of the act. 

Mr. Errencer. From 314 percent which would have been the maxi- 
mum—of course, it never got quite to that, because of the amendment 
of the act in 1946. 

Presently it is 614 percent. 

So, it would be about a 3 percent increase in the rate. 
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The Cuatrrman. How much of that increase was due to increased 
benefits that was allowed—all of it? 

Mr. Errencer. Well, there was an error in the first computation, 
but at least 214 percent was attributable to the 1946 increase in the 
ame ndments, and the liber: alizing benefits. 

The Cuairman. Well now, let us take up the situation that exists 
with respect to the unemployment fund. How much will the provi- 
sions of this bill require the railroads to pay over that which they are 
now paying? I mean, tothe unemployment fund. 

Mr. EXrrencer. Over that which they are now paying? 

The CHarrMan. Yes. 

Mr. Errencer. The difference between $25 million and $163 million 
or $138 million. That will not be paid tomorrow or the next day, but 
that is over the future. Just how far, I do not know. I do not see 
how anybod y can project unemployment costs. 

The Cuatrman. I do not know how they ¢ ‘7 either and that is the 
reason I am trying to get some information if possible from you. 

Now, let us look at the other side of the ledger. How much have 
the railroads saved under the legislation that was passed by the Con 
gress a few years back—that was in 1948, was it not ? 

Mr. Errencer. Yes, sir. 

The CuHatrman. Now, what was the amount the railroads were 
paying at that time into the railroad unemployment fund ¢ 

Mr. Errencer. We were paying at that time at the rate of 
3 percent. 

The Cuarrman. How much in dollars and cents. The figure I have 
before me is $145,124,181. That was for 1947 and 1948. 

Mr. Errencer. That was 1948, fiscal year 1948. 

The Cuarrman. How much did you pay during 1948 and 1949? 

Mr. Errencer. In the year 1949, these are for fiscal years, you un- 
derstand, Mr. Chairman. It was $87,000, because they overpaid in 
1948 under the act and they credited what they had overpaid against 
the 1949 taxes. 

The CHatrmMan. Well, that made a saving of $145 million to the 
railroads; did it not? 

Mr. Errencer. I do not see how you can call it a saving, exactly. 
We had been overpaying; that is, paying so much more than anybody 
else. 

The Cuarrman. All right. We will keep going down. In 1949, 
how much did the railroads pay ? 

Mr. Errencer. In the fiscal year 1949 it was $87,000. Fiscal year 
1950, $16,180,861. 

Fiscal year 1951, $24,411,957; 1952, $25,689,321; and 1953, 
$25,056,674. 

The Cuatrman. They are the figures that I have. They show that 
in the year 1949 and 1950, the railroads under the legislation that was 
passed, and which came out of this committee, saved $138,943,520 ; 
did they not ? 

Mr. Errencer. That is just a matter of subtraction. I do not hap- 
pen to have the figures worked out. 

The Cuamman. Well, we will take the general sum $138 million. 
Now, in the next year you paid $24,411,957. That will be a saving over 
the last year under the law before it had been changed of $120,712,224 ; 
would it not? 

Mr. Errencer. Yes, sir. 
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The Cuarman. And the next year your payments were, that is the 
railroads paid $25,689,321. That was a savings, with respect to the last 
payment before the law was changed, of $109, 434,860. The next year 
in which the railroads paid $25,056,674, as against $145,124,181 in the 
year preceding the change of the law, made a savings of $120,367,507; 
did it not ? 

Mr. Errencer. As compared to the rate in effect prior to the change 
in the law, Mr. Chairman, your figures are absolutely right. 

The Cuamman. So that even eliminating the $87,000 payment in the 
year following the enactment of the bill, “reduci ing the amount to be 
paid and the saving thereby which I thought amounted to $145 mil- 
lion, this would have made a total savings to the railroads since we 
passed the act in 1948 of $644,495,082, and, if you eliminate this 
$87,000 item, it still leaves $500 million, approxim: ately ; does it not ? 

Mr. Errencer. I have no reason to question that figure. 

The CuarrMan. With all those savings in those few years that I 
have mentioned, why is there a concern at this time over the question 
of $27 million? I think that is the figure you gave. 

Mr. Errencer. Yes, sir; the average increase, level increase. 

The CuHatrman. Do you not think it a bit ove «drawn when you speak 
about the burden that would be on the railroads to assume that charge 
of $26 million, when, over the few years that have passed since the com- 
mittee passed other legislation, it has been a saving to the railroads 
of en from $500 million to $644 million ? 

, Errencer. Mr. Chairman, if I could look upon that as a saving. 
os I always look upon that as a credit against excess payments. 

The Cuamrman. I say, do you not think that the $ $26 million which 
you gave us is in fact a very small proportion of the actual savings that 
have come about as a result of legislation that was passed out by this 
committee, adopted by Congress and became law ? 

Mr. Errencer. The fieure of $26 million, as compared to $500 mil- 
lion, is relatively small but if the $500 million was accumulated 
through excessive charges in the preceding years- 

The Cuarrman. Now, when you say “excessive”, you do not mean to 
infer that the railroads have paid more than the law required 

Mr. Errencer. No, sir. 

The Cuamman. It might be that over a period of years there was 
developed a fund that has proved beneficial to the system so that the 

railroads are now released from making additional payments. Give 
Congress a little bit of credit for what they did for the railroads, when 
they made these savings possible. 

Mr. Errencer. I am glad to give all of the credit possible to the 
Congress. I think it is an excellent piece of legislation myself. 

The Cuarrman. Well, I think so, and I think that there— 

Mr. Crosser. I am glad to hear you say that, Mr. Chainnen. 

The CHarrMan. I think, that you have to carry in mind two sides 
of the ledger and not just one side of the ledger so that as to this fund 
you are speaking of, you have to carry a charge of $26 million, but 
against that, as under this legislation on the other side of the ledger 
you should show that in a few years you have had a saving of any- 
where from $500 million to $644 million. 

So, it strikes me that there is a good bit on the other side of the 
ledger that has to be accounted for before you can say that any 
injustice has been done. 
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Now, let us look at it in a different way. What was the net income— 
I said, “net income” of the railroads in the past year? 

Mr. Errencer. Mr. Getty is going to present those figures, but I 
think I have a copy of his statement here. 

The CuatrMan. Maybe Mr. Getty can give it to you. 

Mr. Evrencer. $870 million, Mr. Getty tells me. 

The CHarrMan. $870 million? 

Mr. Errencer. Yes, sir; in 1953 

The Cuamman. And, if the railroads had this additional expense 
of $26 million, will either you or Mr. Getty tell me what that per- 
centage is ¢ 

Mr. Errencer. It would be 3 percent of $870 million. 

The CHarrmMan. Well, now, what have been the expenditures out of 
the fund, the unemployment fund ? 

Mr. Errencer. For which period, Mr. Chairman? I have it here 
accumulated. 

The Cuarrman. I had in mind last year; what was the last figure? 

Mr. Errencer. $97,374,788. Iam reading from the Railroad Retire- 
ment Board’s report. 

The Cuarrman. How much did the railroads pay into it last year? 

Mr. Errencer. Well, this shows $15,036,338. The fund is divided, 
you know, into two parts. We pay part into one and we pay part into 
the administrative account. The excess administrative amounts later 
on to the funded account. 

The CHamman. How much is in the funded account at the present 
time? 

Mr. Errencer. At the present time it is around $650 million. 

The CuHarrman. So that one-half of 1 percent that the railroads 
pay now does not keep up with the expenditures or the amount 
expended from that account. 

Mr. Errencer. No. 

The CuarrMan. It does not? 

Mr. Errencer. No, sir. The expenditures out of the fund last year 
were approximately $100 million. 

Tho CuarrmMan. You paid in how much? 

Mr. Errencer. Around $25 million. 

The CHamman. So that the railroads are getting a pretty good 
break ? 

Mr. Errencer. Yes; they are using up the surplus that they contrib- 
uted in the 10 years ending in 1947. 

The Carman. Pardon me for asking again, but what did you give 
as the total figure in the fund ? 

Mr. Errencer. About $650 million. 

The CnatrMan. In the course of how many years would you have 
to increase the amount to be paid in by the railroads by one-half of 1 
percent over what the railroads are now paying? 

Mr. Errencer. Again, I rely on the Retirement Board’s figures 
They said January 1, 1957, if this bill is passed; January 1, 1959, if 
the bill does not pass. 

The Cirarrman. I want to look into that a little bit more carefully 
than I have. I am rather surprised to hear that statement about 1957. 

Well, I will not take up your time or the time of the committee to 
look into that now, but what would your increase be then, if we got 
down below $450 million ? 
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Mr. Errencer. Well, the rate goes up one-half of 1 percent for each 
$50 million drop in the reserve. 

Now, if it just came to a $49 million drop we would only go up one- 
half of 1 percent. 

The Cuatrman. Any decrease in the fund is due to the fact that 
at the present time the railroads are not paying the amount that would 
be required to keep the fund up. 

Mr. Evrencer. That is right; yes, sir. 

The Cuamman. Now, on the question of increased benefits under 
the Retirement Act and the increase of the taxable base, that would 
require the railroads to pay $53 million— 

Mr. Errencer. $28 million. 

The CrarrmMan. $28 million. 

Mr. Errencer. Under the Retirement Tax Act; yes, sir. 

The Cuamman. It was not as bad then as I thought it was—$28 
million on one item and $26 million on the other. 

Altogether it would be about $54 million; is that right ? 

Mr. Errencer. Yes, sir. 

The Cnarman. Very well; that is all I have to ask at this time. 
It may be that I will have some further questions to ask Mr. Getty. 

Are there any further questions, gentlemen ? 

Then, the committee will adjourn. I think that it would be best for 
us to adjourn until tomorrow morning, in view of the fact that there 
is a session of the House, finishing a bill which may require roll calls, 
and following that there is a caucus, I believe, to be held by the Re- 
publican side. 

So, we will adjourn until tomorrow morning at 10 o’clock. I am 
hopeful that the membership will be prompt in their attendance, as we 

wish to finish the hearings on this bill tomorrow. 

(Thereupon, at 12:25 p. m., the committee adjourned to meet at 10 
a. m., the following morning Wednesday, March 17, 1954.) 





AMENDING RAILROAD RETIREMENT ACT, RAILROAD 
RETIREMENT TAX ACT, AND RAILROAD UNEMPLOY- 
MENT INSURANCE ACT 


TUESDAY, MARCH 16, 1954 


Houses or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. Charles A. Wolverton (chair- 
man) presiding. 

The Cuarrman. The committee will come to order. Who will be 
the first witness from the Association of American Railroads? 

Will you give your name in full and the office that you hold? 


STATEMENT OF GRAHAM E. GETTY, ASSISTANT VICE PRESIDENT 
AND ASSISTANT DIRECTOR, BUREAU OF RAILWAY ECONOMICS, 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Gerry. Mr. Chairman and gentlemen of the committee: My 
name is Graham Getty and I am assistant vice president of the Asso- 
ciation of American Railroads, and assistant director of the Bureau 
of Railway Economics, department of that association. I appear here 
in opposition to H. R. 7840. It is the purpose of my statement to 
deal with the financial condition of the railroad industry at the present 
time. 

My prepared statement consists of two parts, the first part being 
the text and the second part a series of statistical tables which I will 
refer to from time to time. 

In the interest of saving the time of the committee, I would ask 
your permission to have the statement incorporated in the record, and 
I will summarize the points made in my testimony and, therefore, will 
only take a very few minutes of your time. 

The Cuatrman. The statement will be made a part of the record 
in full, including the tables which are attached. I assume you want 
that to be in the record. 

Mr. Gerry. If you please. 

The Cuarrman. It will be in the record in the form in which you 
have presented it. 

(The statement and tables are as follows :) 


STATEMENT OF GRAHAM FE. GETTY, ASSISTANT VICE PRESIDENT AND ASSISTANT 
DIRECTOR, BUREAU OF RAILWAY ECONOMICS, ASSOCIATION OF AMERICAN Rati- 


ROADS 
| My statement will show that the railroads are not in a financial position to 
i meet the increased costs of H. R. 7840. To aid in my presentation I have pre- 
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pared an exhibit consisting of 10 tables, which pictures the very small margin of 
profit on which the railroad industry is operated, even during periods of great 
national prosperity. That margin is so narrow that a moderate drop in general 
business activity will, if prolonged, raise serious financial problems for the indus- 
try. Currently, since termination of hostilities in Korea in July 1953, the rail- 
roads have experienced marked declines in traffic and earnings, and the down- 
ward trend has continued to the present time. 


FINANCIAL STATISTICS 


The statistics set forth in table I and most of the other tables in my exhibit 
cover line-haul railways of class I and are shown for the years 1925-29 (annual 
averages) and annually from 1941 to 1953. I have used the period 1925-29 as a 
base or starting point because it is the most recent period of peacetime prosperity 
comparable with the post World War II years. 

Table I is a general summary sheet showing the net investment in railroad 
properties (col. 1), total operating revenues received for transportation services 
performed (col. 2), net railway operating income, or what is left out of revenues 
after paying operating expenses, net rents, and taxes (col. 3), and the rate of 
return earned on net investment (col. 4). 

Comparing the year 1953 with the annual average for the 1925-29 period, 
the investment in railroad properties increased by $3.8 billion, annual operat- 
ing revenues increased by $4.5 billion, yet net railway operating income was less 
by about $56 million. Rate of return in 1953 was nearly a full percentage point 
below the 1925-29 average, being 4.18 percent in 1953 as compared with an 
average return of 5.11 percent in the 1925-29 period. 

Looking down column 4, it will be noted that the highest rate of return 
earned by the railroads in the 8 postwar years 1946—53 was 4.31 percent in 1948. 
For the 8-year period as a whole, the average rate of return was only 3.74 
percent. 

The low state of railroad earnings during the postwar years was commented 
upon by the Interstate Commerce Commission in its decision of April 11, 1952, 
in Ee parte 175, in which it authorized a 15-percent increase in freight rates. 
The Commission said: 

“Judged by any standard shown of record, the rates of return earned or 
prospectively to be earned by the railroads by the districts and regions speci- 
fied in our former reports in this case, are substandard. Some important roads 
are earning little enough that a continuance of the earnings situation will 
imperil their solvency, while some are in comfortable condition. Neither the 
strongest nor the weakest lines can control the rate adjustment; and as has 
been shown, the great body of the rail carriers are in the middle class, with 
aggregate earnings that for the immediate future must be considered as sub- 
standard, and inadequate” (284 I. C. C. 589, p. 612). 

Although railroad earnings in 1953—a return of only 4.18 percent—were 
inadequate to meet the needs of the industry, present indications are that earn- 
ings in 1954 will be even lower. 

Table II of my exhibit compares the levels of railroad traffic and earnings 
before and after the cessation of hostilities in Korea. In the first 7 months 
of 1953, railroad traffic, revenues, and net earnings showed considerable 
improvement over the results for the same period of 1952. Net railway oper- 
ating income was up 27.7 percent in that period and net income showed an 
increase of 40.9 percent. 

Traffic, revenues, and net earnings leveled off in August but in September a sharp 
downward turn set in, with the result that in January 19, the latest month 
for which the statistics are available, freight ton-miles were down 14 percent, 
operating revenues showed a drop of 13 percent, net railway operating income 
was more than cut in half, and net income was reduced by more than two-thirds 
below the January 1953 level. 

Table III of the exhibit shows that the downward trend in railroad traffic has 
continued up to the present time. For the period from December 26, 1953, to 
February 27. 1954, carloadings were 10.7 percent less than for the corresponding 
9 weeks of 1953. As a matter of fact, and as shown by the table, the number of 
cars loaded during the 9 weeks ended February 27, 1954, were less than the 
number of cars loaded during the same weeks in any of the prior 12 years except 
in 1950 when bituminous-coal miners were on a 8-day workweek and strikes were 
prevalent in the early months of that year. 
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The railroads are caught at the present time in the vise of diminishing gross 
revenues and higher operating costs. Based on a survey of the industry, most 
railroads are expecting a decline in operating revenues in 1954 of between 5 and 
10 percent, which would mean a loss in revenues below last year of around $800 
million. At the same time, wage rates are again on the upward path. Settlement 
of wage demands submitted in the latter part of 1953 has been reached by the 
railroads with the trainmen’s, firemen’s, and conductors’ organizations, calling 
for an increase in wage rates of 5 cents per hour, effective December 16, 1953, 
and an additional week’s vacation, with pay, after 15 years of service. Negotia- 
tions with the other railroad labor organizations are still underway. The addi- 
tional costs to be incurred as a result of the settlements already reached is about 
$44 million per year. 

If the same settlement is ultimately made with all railroad labor organiza- 
tions, the cost will be about $192 million annually. Thus, the railroads face 
in 1954 the problem of meeting $192 million of increased labor costs out of 
gross revenues which will be less than in the preceding year by somewhere 
around $800 million. Some part of this spread of roughly $1 billion will be 
overcome by reductions in operating expenses accompanying the traffic decline, 
and something will be “salvaged” by reason of the reduced amount of income 
taxes to be paid on a lowered taxable income, but net earnings for the year 
will undoubtedly suffer a severe curtailment. 


RAILROADS HAVE FAILED TO SHARE IN POSTWAR PROSPERITY 


The inadequacy of railroad earnings is even more disturbing when com- 
parison is made with the earnings of manufacturing and nonmanufacturing 
enterprises. 

The National City Bank of New York periodically publishes statistics showing 
rates of return earned on net book assets for a large number of manufacturing 
and nonmanufacturing corporations. These rates of return, sometimes referred 
to as the return on net worth, are shown in table IV. They should not be con- 
fused with rates of return on net investment, which have previously been given 
for the railroads. 

During the 5 years, 1925 through 1929, class I railroads earned a return on 
net book assets averaging 6.2 percent. During the 7 postwar years, 146-52, 
the corresponding rate of return averaged only 4.4 percent, or nearly one-third 
less than in 1925-29. 

In contrast, the rate of return for manufacturing corporations, which averaged 
11.0 percent during the 5 years 1925-29, increased to about 15.0 percent during 
the postwar years 1946-52. In 1952 the rate was 12.3 percent, or more than 
twice the railroad rate. Corresponding data for 1953 have not yet been 
published. 

This table clearly shows that the railroads have not enjoyed the postwar pros- 
perity experienced by industry generally. Under such circumstances, the rail- 
roads are much more vulnerable to the effects of reduced business activity than 
is the case for most other industries. 


THE NARROWING MARGIN OF PROFIT 


The railroads’ margin of profit has narrowed to a point where even a relative- 
ly small decline in traffic has serious consequences. This is brought out in table 
V, where net railway operating income (col. 2) is related to operating revenues 
(col. 1). The relationship is shown in terms of the number of cents per dollar of 
operating revenues which carry through to net railway operating income (col. 
8). In the 1925-29 period, 18.8 cents out of each dollar of gross was carried 
through to net railway operating income. By 1953, this margin had shrunk to 
10.4 cents. Thus, in the 1925-29 period the railroads could lose 9 cents of the 
margin left to them after meeting expenses and taxes and still have nearly 10 
cents left out of each dollar of gross. Today, if they lose 9 cents, the margin 
would be practically wiped out and net earnings would almost disappear. 

The seriousness of this narrow margin of profit is clearly indicated by refer- 
ence to the results of operation for the years 1948-49. In the latter year, there 
was a decline of 11.3 percent in gross revenues. Yet the decline of only 11.3 per- 
cent in gross revenues actually resulted in decreases of 31.5 percent in net rail- 
way operating income and 37.2 percent in net income. Thus, the relative decrease 
in net was three times as great as the decrease in gross. This shows why the 
railroads are so concerned over the present decline in traffic which started dur- 


© 


ing the latter months of 1953. 











136 AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS 


Because of the requirement to provide continuous service—both freight and 
passenger—the railroads cannot reduce their expenses commensurate with de- 
clines in traffic. 

The Interstate Commerce Commission, at page 604 of its report of April 11, 
1952, in Ew parte 175, recognized the seriousness of a low margin of profit. It 
there stated : 

“The relation of gross revenue to net railway operating income, and to net 
income is important. These ratios of profit from the average dollar transaction 
have been on a generally decreasing basis * * * and are now at a level where, 
with a continuation of present rates, any marked unanticipated drop in traflic 
could seriously threaten the solvency of important carriers, unless counterbal- 
anced by revenue increases. Should there be a marked decrease in traffic, spe- 
cially if, as might well be, it were accompanied by such an increase in the cost of 
living as to bring about an automatic increase in wage scales, a very difficult 
financial situation might result, which would be aggravated by the continuing 
necessity for currently meeting equipment obligations as they mature.” 

When making that finding, the Commission had before it figures showing that 
the 1951 ratio of net railway operating income to gross revenues was 9.1 percent 
and that the estimated ratio for 1952, without increased freight rates, was 8.7 
percent. The ratio for 1953 was 10.4 percent, and for the last 2 months of 1953 
was 9.5 percent. 

The Commission went on to state (p. 605) that: 

“The 1951 and 1952 figures show a vulnerable position of the roads, which 
might become disastrous with either (1) severe recession in traffic, (2) con- 
tinued or unexpected increases in wage or material costs, or (3) further increase 
in taxes to be borne out of the avails of the service performed.” 

This admonition should be kept in mind when consideration is given to the 
increased costs involved in H. R. 7840. 


DISTRIBUTION OF INTERCITY FREIGHT AND PASSENGER TRAFFIC 


The railroad industry performs an essential service; it has been operated over 
the years with steadily increasing efficiency; its plant is being continuously im- 
proved ; yet the industry is faced with the ever-present problem of keeping reve- 
nues in line with mounting costs. I will now discuss briefly one of the more im- 
portant causes of this namely, the competitive situation. 

In tables VI and VII are shown statistics of intercity ton-miles and passenger- 
miles of transportation service performed by all agencies of transport in the 
United States. Services performed by coastwise and intercoastal vessels and by 
private passenger automobiles are not included. The data are shown for the 
years 1930, 1940, 19483, 1946, and 1949 to 1952. Complete figures for 1953 are not 
yet available, although sufficient information is now available to indicate that 
the trends which prevailed from 1946 through 1952 not only continued in 1953 
but probably worsened from the railroad viewpoint. 

As shown in the lower half of table VI, railroads performed 75 percent of total 
intercity freight services in 1930. By 1940, the railroad ratio had fallen to 63.2 
percent, indicating a considerable growth of competing agencies of transport in 
the preceding decade. Then came the war, and the railroad percentage came 
back to 72.7 percent in 1943. This rise illustrates the great dependence of the 
Nation on its railroads in times of national emergency. It also emphasizes the 
necessity for maintaining a healthy, vigorous railroad system in the event an- 
other period of emergency should develop. 

Following 1943, the railroad ratio declined in each and every year, falling to 
59 percent of the total in 1951, the last year for which the old series of statistics 
is available. Beginning in 1952, the Interstate Commerce Commission made 
substantial upward revisions in the statistics of truck and inland waterway 
ton-miles, bringing into the picture traffic which had theretofore not been in- 
cluded. They also restated the 1951 figures to a comparable basis, but have 
not yet carried the revisions back to earlier years. Table VI shows the 1951 
figures on both the old and the revised basis, in order to show the effect of the 
revisions in the truck and inland waterway figures. Between 1951 and 1952, 
based on the revised data, the railroads lost another full percentage point—their 
ratio dropping to 54.8 percent of the total. 

Motortrucks show a directly opposite trend. Their ratio increased from 3.9 
percent of the total in 1930 to 8.4 percent in 1940, dropped to 4.6 percent during 
the war, and later rose sharply to 12 percent in 1951, on the old basis, and to 
16.2 percent in 1952 on the revised basis. Traffic handled over inland rivers 
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and canals, which also enjoys subsidies, shows a trend similar to that of 
motortrucks. The ratio increased from 1930 to 1940, declined during the war, 
and has since increased substantially. The Great Lakes, on the other hand, 
have lost ground since 1930. Oil pipelines, a specialized carrier of one com- 
modity, have greatly increased their relative share of the total traffic. Air 
carriers are, up ‘to the present time, a comparatively small but rapidly growing 
factor in the freight transportation field. 

A further decline in the railroad proportion of the total commercial intercity 
freight traffic took place in 19538. Presently available statistics indicate that 
the ton-miles of freight handled by the railroads showed a decline of 1.4 percent 
in 1953 under 1952, while reports of the American Trucking Associations show 
that for-hire motortrucks handled about 10 percent more business in 1953 than 
they did in 1952. 

In table VII, corresponding statistics are shown for commercial intercity 
passenger traffic. The railroad ratio fell from 68.5 percent in 1930 to 64.5 percent 
in 1940, rose sharply to 73.9 percent in 1943, due to war demands, and has since 
allen to 48.8 percent in 1952. Buses, which handled 18.1 percent of total intercity 
passenger traflic in 1930, showed an increase to 33.8 percent in 1950, but dropped 
to 30.3 percent in 1952. Air carriers handled only 0.2 percent of the intercity 
load in 1930, but this grew to 2.8 percent in 1940, fell back to 1.4 percent in 
1943, and has since increased to 17.9 percent in 1952. 

Passenger-miles handled by the class I railroads in 1953 were 7 percent under 
1952. On the other hand, there was a further increase in airline travel of 
nearly 18 percent. 

These statistics make it abundantly clear that the railroads are operating in 
a highly competitive field. The nature of the competition may be more fully 
understood when it is pointed out that the traffic which the trucks handle pays 
them about 5.5 cents per ton-mile compared with the 1.5 cents per ton-mile paid 
by railroad traffic. The airlines receive 5 cents per passenger-mile, or almost 
double the railroad average. 

The figures of commercial intercity passenger travel shown by table VII do 
not include private automobile travel which has increased by leaps and bounds 
since the twenties. The Interstate Commerce Commission has estimated that in 
1952 about 410 billion intercity passenger-miles were accounted for by private 
automobiles, or more than 12 times the number of passenger-miles handled by 
the railroads in that same year. 


WAGE RATES AND MATERIAL PRICES 


The two principal items in railroad operating expenses are wages and the 
cost of materials used in daily operation. Out of every dollar of railroad op- 
erating expense, 63 cents goes for wages and 27 cents is paid for fuel, material, 
and supplies. 

A reason for the lag in net earnings is the fact that wage rates and ma- 
terial prices have increased to a much greater relative extent than have the 
average revenues which the railroads receive for performing 1 ton-mile and 1 
passenger-mile service. Tables VIII and IX show the increases that have 
taken place since 1939 in these basic cost factors of railroad operation. 

Table VIII shows statistics of railroad employees and their compensation over 
the period 1939 to 1953. Between the years 1939 and 1953 railroad employment 
increased 22.1 percent, total compensation paid employees increased 185.7 per- 
cent, and the average straight-time rate of hourly pay increased 155.3 percent. 

Table IX shows in column 1 the index of railroad fuel, material, and supply 
prices, based on 1947-49 equals 100. That is the same base period now used by 
the Bureau of Labor Statistics for purposes of its index of wholesale prices, 
consumer price index, and others. Between 1939 and 1953, prices paid by the 
railroads for fuel, material, and supplies increased from an index of 52.0 to 122.0, 
or by 134.6 percent. 

In column 2 of table IX, the average straight-time rate of pay of railroad em- 
ployees is shown on the basis of 1947-49 equals 100. In column 8 the two indexes 
(prices and wages) are combined, weighted in accordance with the ratio of each 
to total operating expenses. This composite index of material prices and wage 
rates increased from an index of 55.2 in 1989 to an index of 137.1 in 1953, or by 
148.4 percent. : 

In contrast to the increase of 148.4 percent in material prices and wage rates 
since 1939 has been the increase of only 51.9 percent in average revenues for 
ton-mile of freight and of 44.5 percent in average revenues per passenger-mile. 
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Thus, the relative increases in the principal elements of unit costs have been 
approximately three times the relative increases in unit revenues. 

Table X shows the ratio of wages and salaries to the value of sales (operat- 
ing revenues) for the railroads and a number of leading manufacturing indus- 
tries, for the years 1952 and 1939. It will be noted that in 1952, wages and sal- 
aries took a far greater proportion of the gross revenues in the railroad industry 
than in manufacturing industries. The ratio for railroads was 50.4 percent com- 
pared with 22.8 percent for all manufacturing. 

Moreover, this gap has been widening over the past 13 years. Between 1939 
and 1952 the impact of wages on revenues for all manufacturing increased seven- 
tenths of 1 percentage point—from 22.1 percent to 22.8 percent. For the rail- 
roads, however, the increase was 3.8 percentage points, more than 5 times the 
increase experienced by manufacturing generally. Thus, the gap that already 
existed between the railroads and manufacturing in 1939 has since widened, 
and this again emphasizes the seriously narrowing margin of profit on which 
the railroads now operate. 


THE RAILROAD FINANCIAL SITUATION 
Association of American Railroads Bureau of Railway Economics, 
Washington, D. C. 


TABLE I.—Operating revenues, net railway operating income, and rate of return, 
railways of class I in the United States, 1925-29 and 1941 to 1953 





Net railway operating in- 











come 
Net invest- Operating -————————_— 
ment revenues | 
“es = =) ated , Rate of re- 
Year (millions) ! millions Amount turn on net 
(millions) investment 
| (percent) 
| ( (2) | (3) (4) 
Mpinstin — pcignanbiiateimaidis iene nial I ciccaseaibbb Shi Lads 
1925-20 : | $22, 795. 6 $6, 206.6 | $1, 165.3 5.11 
1941 3 2 4 5, 346. 7 998.3 | 4.30 
1942 i EE Ta [ 4 | 7, 465.8 | 1, 484 5 | 6. 36 
1943 : 3, 4 9, 054. 7 1, 359.8 5. 78 
1044___. au : 3, 525.7 | 9, 436.8 | 1, 106.3 | 4.7 
1945 3, 001. 7 8, 902. 2 852.1 | 3.7 
1946 1 : 22, 577.7 | 7, 627.7 620.1 | 2.7! 
1947 | 22, 720.1 | 8, 684. 9 | 780.7 | 3.44 
1948 23, 257. 8 9, 671.7 1, 002.0 | 4. 31 
1949__ 23, 826. 4 | 8, 580. 1 686. 5 | 2. 88 
1950 24, 310.1 | 9, 473. 1 1, 039. 7 | 4. 28 
1951 _. anata . | 25, 055. 2 | 10, 390. 6 942.5 | 3.76 
1952 25, 890. 6 | 10, 580. 8 1, 078.2 | 4.16 
1953__ 26, 570.1 | 10, 664.3 1, 109. 4 4.18 











1 Ineludes investment in road and equipment (after deducting accrued depreciation and amortization of 
defense projects) plus material and supply inventories and cash. Average as of beginning and end of year. 
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Taste II.—The downturn in railroad traffic and earnings, railways of class I in 
the United States 















Renennd 
Month 1953 1952 19 ver 
1952 
Revenue ton-miles (thousands): | 
Ist 7 months 353, 059, 421 345, 727, 150 21 
August 54, 649, 061 54, 149, 825 ) 
September : 51, 939, 870 55, 624, 619 6.7 
October 54, 692, 368 55, 787, 599 0 
November : 47, 910, 264 4, 346, 449 11.9 
December 43, 536, 344 49, 132, 760 11.4 
January (1954 ‘ | 1 42, 000, 006 | 48, 965, 805 4.3 
Total operating revenues: | 
ist 7 months | 8 
August oath J | 2.8 
September. ‘ 4.0 
October... ‘neil . | 5.2 
November | 8.3 
December 2.8 
January (1954 749, » 3. 1 
Net railway operating income | | 
Ist 7 months 5 | 27.7 
August 4 
September | 7. ¢ 
October. | } 3 
November | 29.3 
December 7 ; 2 . , 049 24.8 
January (1954 Sa ‘ : : | 078 | 9.3 
Net income: | | 
Ist 7 months 347, 326, 929 40.9 
August 81, 190, 467 4 
September. 99, 094, 575 118.8 
October... 1.9 
November-. - , 960, 103 | 32.6 
December / a placamictenes 72, 108, 340 39.5 
January (1954) _.......-.. edhe wdeies ; OS aS 118, 000, 000 2 57, , 000 68. 4 





1 Decrease. 
2 Partially estimated. 


TABLE II].—Revenue carloadings, 9 weeks ended Feb. 27 


Decrease under 1953 











Period 1954 1953 A — 
Cars | Percent 
Week ended: | 

Jan. 2.. ited ‘ 477, 805 562, 957 85, 152 15.1 
Jan. 9.. “ 624, 229 688, 110 63, 881 | 9.3 
Ps Nb dakb abacus diabhineesdbatibbdadedesiobion | 619, 871 705, 017 5 | 12.1 
Jan. 23. E 617, 226 697, 515 | 11.5 
Jan. 30. eats pineanat aia 628, 190 | 697, 442 | | 9.9 
Feb. 6__-.. i 624, 385 690, 613 | 6 
Feb. 13... i 623, 706 681, 604 57, 8. 5 
Peb. 20... r 618, 623 689, 430 70, 807 10.3 
Feb. 27 ‘ . 595, 031 668, 654 73, 623 11.0 
Total.... es = 5,429,066 | 6,081, 342 652, 276 10.7 

otal for corresponding 9 weeks of— Total for corresponding 9 weeks of—Continued 
S58. éon 6, 081, 342 1946... " a — socio 6, 533, 136 
1962_... 2 7 i 6, 472, 809 1045.... 6, 841, 878 
1951 » 1944...... 7, 099, 709 
1950.... 1943 . 6, 715, 289 
1949__.. 1942.... 7,075, 372 
Sas a esmuite 1941 “ 7 6, 449, 420 





1947. 
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TaBLe [V.—Ratio net income to net assets of leading corporations, 1925-29 and 
1941 to 1952 


Public 
Trade utilities 


1u- Niy v 
Class I M om Mining | (retail | (electric, | Service 
ass I | facturing and . m 
ss railroads | corpora- | quarry- and gas, tele- | and con- | Finance 
Year I S 1 a whole- phone, | struction 
tons mg sale and tele- | 
graph) 
(1 (2) (3) (4) (5) (6) (7) 

1925 to 1929 6.2 11.0 | () (1) (4) (1) (1) 
1941 4.7 12.4 7.8 11.3 6.7 8.8 7.9 
1942 | 8.4 10. 1 7.4 9.9 6.2 | 11.1 6.9 
1943 an 7.8 9.9 7.2 10.1 6.6 12.5 8.0 
1944 5.7 9.8 8.0 10. 4 6.6 11.3 7.7 
1945 3. 6 9.3 7.1 10.9 6.7 11.8 7.6 
1946 2.3 12. 1 9.4 21.9 8.2 19.4 6.4 
1947 3.8 17.1 16. 0 18.4 8.0 14,2 6.7 
1948 3 5.3 18.2 20.5 18. 2 8.6 10.1 8.1 
1949 3.2 13.9 12.0 13.4 8.8 9.9 9.1 
1950 5. 6 17.1 13. 2 15.0 9.9 10.4 9.0 
1951 4.8 14.4 13.0 11,5 9.0 10.4 7.9 
1952... 5.5 12.3 10. 1 10.1 9.0 9.6 8.2 


1 Not reported, 


Note.—Net income is taken as reported, after depreciation, interest, taxes, and other charges and reserves, 
but before dividends. Net assets includes book value of outstanding preferred and common stock and sur- 
plus account at beginning of each year. 


Source: National City Bank of New York. 


TasLe V.—Ratio of net earnings to total operating revenues, railways of class I 
in the United States, 1925-29 and 1941 to 19538 


| 
| Net railway operat- | Net railway operat- 
| Total ing income Total | ing income 
| Operat- — — —_ operat- alia acai 
| ing ing 
Year revenues | Cents per Year revenues | Cents per 
|(millions Amount dollar of (millions) Amount dollar of 
(millions gross | (millions) gross 
i } | 
| a) (2) (3) || © | @ | ®@ 
BO ci ie niiieel eeialcaesieasdineeanaeimemni ngs 
| } 
1925-29 | $6, 207 $1, 165 18.8 || 1947... 8, 685 | 781 | 9.0 
1941 | 5,347 998 18.7 || 1948__.. | ge72| 1,002 10.4 
1942 7, 466 1, 485 19.9 1949... 8, 580 | 686 8.0 
1943. 9, 055 1, 360 15.0 1950... 9, 473 | 1, 040 11.0 
Tl erannode david 9,437 | 1, 106 11.7 |} 1951_.. 10, 391 | 943 | 9.1 
1945 8, 902 852 9.6 |} 1952_.. 10, 581 | 1,078 | 10, 2 
anil 7, 1953. 
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TasLe VII.—Distribution of commercial intercity passenger traffic in the United 
States,’ 1930, 1940, 1943, 1946, and 1949 to 1952 











-_ | a i | 
Agency 1930 | 1940 143 | 1946 199 | 1950 | 1951 1952 
| | 
Millions of passenger-miles 
26, 876 23, 816 87, 925 64, 754 | 35,133 | 31,790 | 34, 640 34, 033 
> 400 950 1, 940 1, 484 842 691 666 | 677 
2, 800 1,317 1, 927 27 1, 402 1, 190 1, 333 | 1, 396 
7.100 9. 800 25, 500 93 | 22,411 | 21,254 | 22,299 21, 118 
o- 73 1, 052 1, 634 5, 948 6, 753 8,003 | 10, 566 12, 528 
tal 9, 249 36, 935 118, 926 100, 806 | 66,541 | 62,928 | 69, 504 69, 752 
Percentage distribution 

Steam railroads 68. 5 64.5 73.9 64. 2 12.8 50.5 49.8 48.8 
Electric interurban 6.1 2.6 1.6 | 1.5 1.3 1.1 1,0 | 1.0 
Inland waterways ? ‘ 7.1] 3.6 1.6 | 2.3 2.1 1.9 1.9 | 2.0 
Buses ‘ 3 18.1 26. 5 21.5 26.1 | 33.7 33.8 $2.1 | 30.3 
Air carriers vaekel a 2.8 1.4 5.9 10.1 12.7 15.2} 17.9 
|__| — ellen dwn = on a een 
Total 100.0 100. 0 100. 0 100. 0 100.0 100.0 100.0 | 100.0 





1 Intercity passenger-miles in private 
? Great Lakes, rivers and canals. 


automobiles not included. 


TasBLe VIII.—Employees and compensation, railways of cluss I in the United 


Year 


1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 





States, 1939-53 


| 
Average | 
number of 


employees Cony 


7, 943 


956 


kf 


, 7D 
, 077 
, 114 
672 
, 266 
838 
, 961 | 
5, 906 | 
, 444 | 
, 784 

, 000 1 
3, 663 1 


3, 543 | 





on 





1 Includes retroactive payments, 
2 Partially estimated. 
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Total 
pensation 









, 163, 
229, ¢ 





, 433, 3 
, 518, 
, 197, 


38, 175, 195 
5, 000, 000 


599 


Average 
straight time 
hourly rate 

(cents) 


| straight 
| hourly 
(1939 = 


(4) 





Index of 


time 
rate 
100 


100 
100. ¢ 
103 
112 
120. 
125 
126 
150. 
158 


mI © OO 


77 
194 
213. 
237. 
249. § 
255 


mon BOO 
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TABLE IX.—Indez of average unit prices of railroad fuel, material and supplies. 
and composite index of unit prices and wage rates 


[1947-49 =100] 





| 


| Index of Com- Index of Com- 
charge Index of bined charge- Index of bined 
out prices wage | index of out prices wage index of 
Year of mate- rates prices ind Year of mate- rates prices ind 
rials wages rials wages 
(1 (2 (3) 1 2 3 
1939__.. 56. 5 55.2 1947 R88 89.7 89.4 
1940..... 56. 6 55. 4 1948__.. 104.7 100. 2 101.6 
Peco 58. 7 57.7 1949 106. 4 110.0 108. 9 
Si eddhin owine | 63.7 62.6 1950_... 105. 7 2120.5 116. 1 
1943... | 38.2 | 67.1 =e 117.5 2134.1 129. 1 
[det toesccete | 71.0 | 70.0 || 1952... 119. 1 2140.8 134.3 
1945.... | 71.2 | 70.6 1953 1... 122.0 143. 5 137.1 
a 85.3 82.3 





1 Partially estimated 
2 ncludes retroactive pay increases. 


TABLE X.—Ratio of wages and salaries to value of sales—Railroads and 
manufacturing industries * 








Industry 1952 1939 
COE, SIMI Bion oooh chee cose el ccen tile . bnndawe id | 60.4 46.6 
Transportation equipment (except euteeenien.. aie ‘ inane 41.1 | 35.8 
Printing and publishing Eesbbeow' ; i 36.3 39. 5 
Leather and leather products entit dima ; = 35.6 29.3 
Iron and steel and their products. ----- : ‘ 33.6 29.4 
Machinery (except electrical) ...........- “ . . |} 31.7] 31.1 
Stone, clay, and glass products ' 30.9 29.8 
Electrical machinery - - ---- 3 ee Os eee. alee i 30.1 | 34.2 
Textile mill products - - oa 26.1 | 29.0 
Paper and allied products.---- . bee ‘ ‘ 25. 1 24.9 
Rubber products. ....................- doenaianqous F 23. 1 21.1 
All manufacturing...-.- Sdscidcbatatesdenseentnm eases tides —S iat | 22. 1 
Chemicals and allied products. “— — 18.9 15.4 
Automobiles and automobile equipment... Saicntnoniae a — 18.0 23.0 
Food and kindred products (including beverages) - ---.-- ‘ i eS 12.3 
Tobacco manufactures... ......----------- pone . . ssoqent 7.0 | 7.3 
Products of petroleum and coal..-- ; epee ee ‘ ‘ 5.1 4.7 
| 
! Railroads: Ratios computed from reports of the Interstate Commerce Commission. 
Manufacturing: Computed from data of U. Department of Commerce, wages and salaries from Na- 


tional Income Supplement to Survey of C cana ‘Business, 1951 edition, pp. 160-161, and July 1953 Survey 
of Current Business, p. 16; value of sales from Industry Survey, September 1951, p. 13, and December 
1953 Survey of Current Business, p. 22. 


Mr. Gerry. Summarizing my statement, the railroad industry is 
not in a financial position to meet the increased costs which would be 
brought about by enactment of H. R. 7840. 

Mr. Ettenger told you yesterday that by reason of the proposed 
increase in taxable earnings from the present $300 per employee per 
month to $350, the total payroll taxes paid by the 1 ‘ailroads would be 
increased by approximately $54 million annually. 

As this committee well knows, the railroad industry is one in which 
low earnings prevail, even in the periods of great industrial pros- 
perity. Largely because of wartime conditions, which maintained 
traffe at levels not to be expected in time of peace, the railroad industry 
has managed in the past 15 years to earn a rate of return of about 4 
percent on its property inv estment, and to get by and I emphasize that 
“vet by” on such meager earnings. 
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However, the industry has not been able to lay anything aside in 
this extended period of general business prosperity for the leaner 
traffic years which now appear to lie ahead. This is shown in table 1 
where an historical record of railroad earnings is shown over a period 
of years. I, also, invite your attention to table 4 which gives a com- 
parison of railroad earnings with the earnings of other industries in 
the United States. The statistics in table 4 are on a somewhat differ- 
ent basis than those in table 1 

The reason for the difference is that we cannot readily obtain figures 
for industries other than the railroads on the basis of earnings on 
peaperty investment. The statistics in table 4, therefore, are on the 
yasis of the ratio of net income to net assets, sometimes referred to as 
net worth. That is the only basis on which we can make a comparison 
of the earnings of the railroads with earnings of other industries. 

I invite your attention to that table because I think it is highly 
important. 

Railroads operate on such a narrow margin of profit that they are 
highly vulnerable to even short periods of economic recession. I refer 
particularly here to tables 2 and 3 of my presentation. The present 
situation is a case in point. In the latest 3-month period for which 
statistics are available, November and December of 1953 and January 
of 1954, railroad net income declined by 4314 percent. The decreases 
by months are November 32.6 percent, December 39.5 percent and 
January 68.4 percent. 

Vulavorable carloadings in February indicate a similar situation 
with respect to earnings in that month. 

(side from the decline in traffic, another serious financial problem 
faces the industry at the present time. Agreements have been signed 
within the last 3 months with 3 of the railroad operating brotherhoods, 
increasing wage rates by 5 cents per hour, effective December 16, 1953, 
and granting a third week of vacation with pay after 15 years of 
service. 

Negotiations with representatives of other railroad labor organiza- 
tions are still under way. If the above described settlement is made 
with all of them, railroad operating costs will be increased by about 
$192 million annually. In this connection, I may point out that 
between the years 1939 and 1952, railroad wage rates have increased 
by more than 150 percent. The prices which the railroads pay for fuel, 
material, and supplies increased in this same period by more than 120 
percent, compared with increases of only 52 percent in the average 
revenue received by the railroads for performing 1-ton mile of service 
and of 45 percent in the average revenue per-passenger mile. 

The competitive situation is still another problem facing the rail- 
road industry today. In 1929, railroads performed about 75 percent 
of all intercity freight and passenger services in the United States. 
Today, by reason of the tremendous growth in the past quarter of a 
century, 1n subsidized agencies of transport, the railroad portion of 
the Nation’s total traffic has fallen to about 50 percent. These statis- 
tics for freight traffic and for passenger traffic are shown in tables 
6 and 7. 

The downward trend in the statistics there shown through the yea 
1952 shows no signs of slackening, and undoubtedly the continuation 
of that trend will have an unfavorable effect on railroad earnings in 
1954 and possibly later years. 
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In view of these conditions, Mr. Chairman, it seems to us highly 
undesirable to burden the railroad industry at this time with addi- 
tional annual costs of $54 million as contemplated by H. R. 7840. 
The retirement and unemployment benefits now being paid to rail- 
road employees exceed those being paid under the social-security 
system by a considerable margin. In the interest of equity to all 
workers, and to all industries, it would seem desirable to permit the 
social-security system to catch up with the railroad system before 
additional benefits are imposed on the latter. 

That concludes my presentation, Mr. Chairman. 

The Cuarrman. Are there any questions, gentlemen ? 

Mr. Doxuiver. I am interested by your statement as to the small 
profits that have been made by the railroads during the period to 
which you allude, but I have no disposition to question your state- 
ment. I merely want to get some more light on the subject. I remem- 
ber a number of years ago there was a bill passed to secure a fair 
valuation of the railroads. ‘That is a good many years past now. 

Mr. Gerry. That is correct. 

Mr. Dotuiver. That later was abandoned, I think. Now, the ques- 
tion I have in mind is to ask if there is a uniform system of account- 
ing in all the railroad industry by which you arrive at these per- 
centages of profit. 

Mr. Gerry. There is a very difinite uniform system of accounting. 
It is prescribed by the Interstate Commerce Commission and is 
policed by the Interstate Commerce Commission. 

Now, you spoke in the first part of your comments on this question 
of valuation. The Commission does still make those valuations of 
railroad properties for ratemaking purposes. Their valuation of 
railroad properties, as I recall, is about 7 or 8 percent below the book 
figures which I used in my calculations. 

Now, there is a reason for the difference. The principal reasons, I 
believe, are the fact that the original valuations by the Commission 
were made as of a specific date, somewhere around 1913. It is based 
on the prices prevailing at that particular date, whereas the railroad 
book investment figures go back to whatever time the property was 
put into service. 

The second principal difference between the figures is the matter 
of working capital. The Commission does not allow the railroads 
as much working capital in this valuation figure as the books of the 
carriers show. However, the matter is one largely of academic inter- 
est inasmuch as on any basis you want to select, railroad earnings are 
inadequate and low. The Commission has so found in recent freight 
rate cases. 

Mr. Dotutver. The fact is that these figures which you have pro- 
vided us are based upon the railroads system of valuation rather than 
the Interstate Commerce Commission basis ¢ 

Mr. Gerry. That is correct. 

Now, a publication came out yesterday from the Commission in 
which they computed the rates of return earned by the railroads in 
1952 and 1953 on their valuation. The rates for those years, as I 
recall it, was 4.54 percent in 1952 and 4.55 percent in 1953. It is 
slightly higher than the rates computed on our basis, the book in- 
vestment. 








146 AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS 

Mr. Dotiiver. There is one other segment of your testimony to 
which I want to allude. You made a statement that percentagewise, 
the railroads are not carrying as much of the traflic of the country 
now as they did in 1929? 

Mr. Gerry. That is correct, or in any other prior year, for that 
matter. 

Mr. Dotuiver. In other words, competing forms of transportation 
have made inroads into the percentage, at least, of traffic carried by 
the railroads ? 

Mr. Gerry. That is right, and we think that is due in consider- 
able measure to the fact that those competing agencies of transport 
are subsidized in a number of ways. 

Mr. Dotiiver. What is the fact as to the actual amount of traffic 
varried by the railroads, regardless of the percentage of the total 
traffic carried? Has that increased or decreased actually ? 

Mr. Gerry. Well, the present volume, of course, is considerably 
less than the volume handled by the railroads during World War II. 

Mr. Dotuiver. That is to be expected. 

Mr. Gerry. However, as compared to 1929, it is somewhat greater. 
As I recall the figures, in 1929 the railroads hs andled about 450 billion 
ton-miles of freight and in 1953 they handled just about 600 billion, 
so there has been an increase of about one-third in the total volume 
under present economic conditions. 

Mr. Dotiiver. That represents the large increase of volume of 
traffic of which the railroads have had a part, but a large portion of 
which has gone to competing forms of transportation ? 

Mr. Gerry. Yes, that is correct. If the railroads had continued 
to have secured the same share of the traflic which they received in 
1929, they would have handled in 1953 very much more traffic. In 
that same connection, Mr. Dolliver, I would like to point out that 
notwithstanding this greater volume of traffic handled in 1953, as 
compared with 1929, approximately one-third more, the railroads 
earned less, a smaller net railway operating income and a smaller net 
income. 

Mr. Dotutver. That is now as compared to previously ? 

Mr. Gerry. Yes, compared to 1929 or any time in the late 1920's. 

Mr. Dotutver. That large return was on a smaller volume of 
traffic ? 

Mr. Gerry. Yes, back in 1929, the 5-year period ended with 1929, 
the railroads earned about 5 percent, a little more than 5 percent, on 
their property investment. ‘Today, with a much higher volume of 
traffic, they are only able to earn about 4 percent. That was in 1953. 
Of course, under present conditions, since the Korean war came to 
an end, our traffic has fallen and is falling very rapidly, and our traffic 
is off between 10 and 15 percent in recent months, whereas our net 

sarnings are off three times as much, relatively, 30 percent, 40 percent, 
or 50 percent, and in January they were off more than two-thirds. 
That is a serious blow. 

Mr. Dotuiver. I have one other line of questions. The railroads 
during the past period, since 1942, have spent an enormous amount 
of money in improving their facilities and rolling stock. 

Mr. Gerry. is the past postwar years, 1946 to 1953, they have spent 


more than $9 billion for that purpose. 
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Mr. Do.tiver. Is that relatively uniformly distributed over the 
country ¢ 

Mr. Gerry. Fairly well, I would say, geographically. 

Mr. Doturver. Do the results profitwise that have come out of those 
expenditures justify the expenditures ¢ 

Mr. Gerry. Absolutely. The industry would be in a very bad way 
today if those expenditures had not been made, and I point this out, 
that our wage rates have increased 150 percent, and what we get for 
performing one unit of service has only increased about 50 percent. 
Now, that gap between 150 percent inc reased cost and 50 percent in- 
creased income has been bridged largely by the beneficial effects of 
these capital expenditures of $9 billion. 

Mr. Dottiver. I certainly think the railroad industry is to be con- 
gratulated upon that showing. Is it anticipated that there will be fur- 
ther capital improvements in the rolling stock and facilities of the 
roads ¢ 

Mr. Getty. We certainly hope so, because that, we think, is the only 
way we will keep alive, to continue to make those capital expenditures. 
Because of our rather poor credit position, we have to depend upon 

~arnings as the source of those funds for capital improvement pur- 
poses. “E very cent of that $9 billion either came out of past, current or 
future earnings of the railroads. At the present time, we have about 
$2,700 million of outstanding equipment securities, which have to be 
paid for, as you know, generally, out of earnings. That is a mortgage 
on future earnings. It 1s not like new capital being brought into the in- 
dustry, and invested permanently. It is insté allment buying. 

Mr. Dottiver. That installment buying of new equipment is a well- 
established proc edure in the railroad industry, is it not, dating back 
many years ¢ 

Mr. Gerry. Oh, yes, it goes back many years, and it is a historical 
thing, or one of the historical means of financing. 

Mr. Dottiver. The method has been recognized by the banking and 
lending interests of the country, as a legitimate security for the loan- 
ing of funds for these improvement purposes ? 

Mr. Gerry. Yes, it certainly has, and will probably continue. But, 
in addition thereto, it is my personal opinion that the railroads should 
have access to new capital being brought into the industry and new 
equity capital, if you please. Under present conditions, however, rail- 
roads cannot get new equity capital, because the earnings record and 
the dividend record over a period of years is such that new equity capi- 

tal cannot be obtained under favorable and reasonable terms. And 
the same applies to a lesser extent on new long-term debt. 

Mr. Dotitver. Thank you, Mr. Chairman, that is all. 

Mr. Sraceers. I am very much interested in the figures you pre- 
sented. I have been trying to follow along as much as I could. I have 
here the railway revenues Pand expenses issued by your association on 
January 27, for the years of 1952 and previous years. The revenues 
have jumped for the year 1953. The statement does not give the figures 
you have given for January and February of this year. 

For the fiscal year, the net income has increased by several millions 
of dollars, approximately $75 million I believe, in one year’s time. 

Now, you say the railroads are in bad shape. Well, I noticed on the 
television a few days ago that a great fight between two financial men 
of the Nation was in progress. They went on to explain their sides 
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of the story and it is a great fight for a great railroad in this country. 
1 am just wondering why those men are fighting for a railroad, if you 
say that the railroad industry is practically dead. Mr. Young has 
been known as a financial wizard. In 1938 a banker told me that if 
he wanted to make money, he would follow Young’s investments. 

Mr. Young is fighting for the New York Central Railroad and I 
am just wondering why this great fight if the railroads are not making 
money. 

Mr. Gerry. You referred in the course of your comment to the 
railroads being dead. I do not want anybody to understand my state- 
ment that the railroads are dead or dying. They are not. They are 
a very alive and dynamic industry. We have had financial problems 
for many years, and we still have them. They are with us constantly. 
But, we are doing the best we can to keep going, and we will keep going 
for many years to come. 

Now, this fight that you refer to between the New York Central and 
some outside interests, so far as the offices of the New York Central 
are concerned, of course they are trying to do their best to protect the 
interest of the property to which they are entrusted. 

Now, what Mr. Young’s interest in the property is, I would not 
attempt to say in detail other than he hopes to make some financial 
profits out of the transaction. 

Mr. Sraccers. Most of what I have said is really irrelevant to the 
bill under consideration. I just made the statement because I have 
been watching this battle in the papers and I happened to see both of 
them on television the other day. 

Mr. Gerry. I would not like to comment on what Mr. Young’s mo- 
tives are, if you please. That is something that will be straightened 
out at the next stockholders’ meeting as to who gets control of the 
property. 

Mr. Sraccers. That was just a statement I wanted to make. I was 
interested in the figures given out by the Interstate Commerce Com- 
mission that the railroads had improved at least one-hundredth of 1 
percent during the year 1953 over 1952 in their net revenues. 

Mr. Gerry. Of course all of that improvement took place in the first 
7 months of 1953, while the Korean war was still in progress, and after 
the Korean situation our earnings have turned down sharply and the 
increases that we had enjoyed in the first 7 months of the year were all 
but wiped out. There wasa smaller margin left. But, looking ahead 
into the future, the prospects for earnings look very unfavorable at 
the present time. We are hopeful that a turn will come in economic 
conditions, 

Mr. Straccers. What is the reason for this downturn? Is it just a 
matter of the trend of the year or the time? Are you expecting an 
upturn soon ¢ 

Mr. Gerry. Of course, the basic reason for the downturn in busj- 
ness activity is the transition from a period of wartime conditions 
to a peacetime period. Now, we are very hopeful that this present 
low period of traffic volume and earnings will soon change into an 
upward trend. We do not believe that we will get back in 1954, at 
any time during 1954, to the level of traffic or earnings that were 
experienced in 1953. But our predictions at the present time are that 
revenues will be off for the year as a whole, between 5 and 10 percent. 
Now, presently, they are off much more than that. 
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So our view into the future anticipates that there will be some 
pickup from the present low level. We look every week to see whether 
or not there are any indications that that upward trend has started, but 
certainly up to the present moment there are not such indications. 

Mr. Sraccers. I have one other question in connection with that. 
When revenues decline, do not the railroads cut expenses at the same 
time? My home town is a railroad town. I know there are 450 men 
laid off in the shops there. That is just in a small town. 

Mr. Gerry. We, of course, have to reduce our expenses as much 
as possible, but it is not possible to reduce expenses dollar for dollar 
with the reduction in revenues. As a general rule, you can generally 
say you lose a dollar in revenues and you will save about 50 cents of 
it in reduced expenses. Sometimes, it is a little bit more and some- 
times a little bit less. But the margin of profit that the railroads 
work on is so small that any downturn in business makes us take 
drastic measures to keep the expenses somewhat in line with the 
revenues. 

Mr. Staccers. That is all, Mr. Chairman. 

Mr. O’Hara. Mr. Getty, I wonder if, in the light of your statement 
as to the dropping off of volume of railroad business, you could give 
us the figures on unemployment nationwide in the railroad industry ¢ 
I am speaking about the increase over 1952 or the increase over 1953 
up to date. ‘Lhat is 1952 as compared with 1953 and the operations 
as of the first of the year to date, and whether there has been an in- 
crease in the figures? 

Mr. Gerry. I am sorry, I do not have those detailed statistics with 
me, but I can furnish them to you. There has been a decline in rail- 
road employment as compared with a year ago, or as compared with 
2 years ago. I would say, offhand, that that has probably been in the 
neighborhood of 100,000 employees, but I am speaking very roughly 
and generally, and I will be glad to supply the precise figures for the 
record. 

Mr. Priest. Did you say, as I understand you to say, possibly 
100,000 ? 

Mr. Gerry. Somewhere in that general neighborhood; yes. 

Mr. O’Hara. Do you mean by that, that there are now approxi- 
mately 100,000 railroad workers who are laid off and unemployed ? 

Mr. Gerry. That would be the conclusion; yes. About a year ago, 
I would say, our employment was around 1,200,000 and today it is 
around 1,100,000. Those are temporary layoffs, of course, and if busi- 
ness picks up they will be called back to duty. 

Mr. O'Hara. That is all. 

Mr. Gerry. But even with that reduction in employment, all of the 
railroads in the United States, in January, only had a net income of 
$18 million. Many of them operated in the red. 

Mr. Priest. If the gentleman will yield, again, I wonder when Mr. 
Getty supplies the figures for the record that you have requested, Mr. 
O’Hara, if it would be possible to supply at that time the percentage of 
unemployment as compared to the percentage in industry nationwide ? 

Mr. Gerry. Well, I think so, sir, if I can get the figures for outside 
industries. I can get them for the railroads. There is no question 
about that. I will be glad to, if I can, get the information. 
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(The information is as follows:) 


ASSOCIATION OF AMERICAN RAILROADS, 
Bureau oF RArLway Economics, 
Washington, D. C., March 18, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, House of 
Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: During my appearance yesterday before your com- 
mittee, at hearings on H. R. 7840, Congressman O’Hara requested that I furnish 
for the record a statement of recent trends in railroad employment. I show below 
the number of employees of class I railways in the United States at the mid- 
month point of each of the past 4 months. These statistics were drawn from 
official reports of the Interstate Commerce Commission. 








Month | 1953 1952 Decrease 
November... od 1, 188, 269 | 1, 238, 688 50, 419 
December ee ee 1, 155, 154 | 1, 223, 163 68, 009 
1954 1953 
ee are 
January on : 5 1, 107, 633 | 1, 196, 167 | 88, 534 
February - : 1, 086, 142 1, 184, 197 | 98, 055 


Congressman O'Hara also asked me to supply for the record a comparison of 
these statistics with total employment and unemployment data for the country 
as a whole. According to the United States Bureau of Labor Statistics, trends 
= total civilian employment in the United States in the same months were as 
ollows: 








Month 1953 1952 | Decrease 
November-_. as Baie a ' i i achat * | itenteet i payee | nen 
December > ee ‘ aay 60,764,000 | 61, 509, 000 745, 000 
mA saat : 1983 | 
January Read sis delice delalatasialidecks dadicbhibhds xotecalies =o Saeee ‘ie aieaaea 1,022, 000 


February. ; BONG x ; : 60, 106, 000 61, 050, 000 944, 000 


Because of normal seasonal fluctuations in employment and of the normal 
increase in the total civilian labor force during the past year, the foregoing 
figures, while informative, do not accurately reflect the extent of unemployment 
at the present time. According to the Bureau of Labor Statistics, unemploy- 
ment in the total civilian labor force of the United States increased from 
1,418,000 in November 1952 to 1,428,000 in November 1953; from 1,412,000 in 
December 1952 to 1,850,000 in December 1953; from 1,900,000 in January 1953 
to 2,359,000 in January 1954; from 1,800,000 in February 1953 to 3,385,000 in 
February 1954. 

Comparable data showing total unemployment of railroad workers are not 
available. Possibly some of the presently furloughed railroad employees have 
found work in other fields, but it seems clear that the loss of employment in the 
railroad industry has been relatively more severe than for industry generally. 
This situation has been brought about by reason of the fact that railroad traffic 
has fallen off to a greater relative extent than has general economic activity. 
In January and February 1954, for example, carloadings of railroad freight 
decreased 10.7 percent below the same months of 1953. The index of industrial 
production in the United States, as published by the Federal Reserve Board, 
showed a decrease of only 7.5 percent in the same period. 

Trusting that the foregoing statistics cover Congressman O’Hara’s request, 
I am, 


Very truly yours, 


IRAHAM FE. Gerry, 
Assistant Vice President. 
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The Cuarrman. Are there any additional questions? 

Mr. Hate. Mr. Getty, is there any railway financing by stock issues 
at all? ; Sa ai 

Mr. Gerry. Practically none. In the last 8 years, I think, there 
have been 3 instances of stock financing which raised, as I recall, about 
$10 million. One of those was the Southern Pacific, which sold 
debenture bonds, which were convertible into stocks, and those deben- 
tures were actually converted into stock several years after the issue of 
the debentures. 

Mr. Hate. I do not call convertible debentures financing by stock 
issue, really. 

Mr. Gerry. There has been practically none in the railroad industry 
in pretty close to 20 or 25 years. There were some during the late 
1920’s and early 1930’s, but practically none since that time. 

Mr. Hate. Is that not rather indicative of what the public feels 
about the profit possibilities of the railroad industry ? 

Mr. Gerry. Very much so. 

Mr. Hauer. If we had some relief on double taxation of dividends, 
would that make any difference? 

Mr. Gerry. I doubt it in this particular instance, sir, although it 
would not hurt. 

Mr. Hare. This may be a foolish question because, of course, I 
appreciate that the credit standing of different roads differs mate- 
rially, but what are the lowest interest rates on mortgages of railway 
right-of-way and so on? 

Mr. Gerry. The average interest rate on outstanding railroad mort- 
gage bonds at the present time is around 4 percent. Whether or not 
the railroads could float additional issues at that interest rate at the 
present time, Ido not know. I doubt it seriously. 

Mr. Hate. In other words, it would have to be a pretty well situated 
ailroad that could borrow at 4 percent on its right-of-way at the 
present time. 

Mr. Gerry. That would be my opinion; yes, sir. 

Mr. Derountan. Mr. Getty, do you think that tax relief, if it were 
given in the form of quicker rate of depreciation on new equipment, 
would help the situation? I am referring to the pending revenue 
bill. 

Mr. Gerry. I am not familiar with what may be pending before 
the Congress at the present time, but I am, of course, quite familiar 
with the accelerated amortiziation provisions that apply to defense 
facilities and that, of course, has been of very great help to the 
industry. an 

In 1953, for example, our income taxes were $150 million less than 
they would have been without this amortization provision. However, 
in that connection, I want to point out that is not an escape from 
income taxes. It is merely a deferral of income taxes. We are tak- 
ing credits today for depreciation and for tax-computing purposes, 
which, of course, as time gones on will no longer be available. 

We are borrowing tax credits against taxable income from future 
years, so while it helps us today, we are going to have to pay for it 
tomorrow. But it is a very great help to us today; there is no 
question about that. , 

Mr. O'Hara. Will the gentleman yield? 
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Mr. Getty, what has been the market on railroad stocks as compared 
to 1940 or 1941 and railroad stocks have increased generally. Have 
they been declining in recent years in the market ¢ 

Mr. Gerry. Of course, railroad stocks did enjoy quite an increase 
in market appreciation during the postwar period. In recent months, 
they have been lagging somewhat behind the industrial stocks, how- 
ever. There has been quite an appreciation in railroad stock values 
on the market. 

Mr. Sraccers. I would like to come back to that issue. Are not 
railroad stocks right now about the highest they have been since 
1929? They might be lagging behind industrials. Is that not true? 

Mr. Gerry. I do not have those specific figures in mind back over 
that long period of years, but they have incr reased quite substantially in 

value along with other securities. 

Mr. Sraccers. Well, railroad stock prices have not been dropping in 
this period of declining earnings that you say the railroads have ex- 
perienced in the last 3 months. They have not dropped appreciably on 
the stock market. 

Mr. Gerry. I do not have those specific figures in mind. 

Mr. Sraacers. I believe that you will find that they have been keep- 
ing up. Today they are about where they were in 1929. I was in- 
terested in this C. & O. situation. C. & O. stock is recommended as an 
income and appreciation stock. The company is paying $4 a year per 
share, which, I think, is about as high as they have ever paid. I do not 
know whether the company will be able to continue at this rate or not 
but that has been its past record. If earnings have been dropping 
how is the company able to continue at this rate ? 

Mr. Gerry. Well, sometimes it is very difficult to compare what 
is going on in the industrial field in the way of earnings, and what 
goes on in the stock market on Wall Street. Now, stock prices have 
held up remarkably well during this period of decline in general 
business activity, and I think that the reason for that is that the 
people in the market hope and expect that this is a temporary 
decline and that possibly a little later in the year things will get better 
and will come back. 

I think that is the appraisal you have to put on the trend in stock- 
market prices at the present time. 

Mr. Sraccers. In other words, the people who invest their savings 
are hoping that this decline in business is going to get better rather 
than get worse. 

Mr. Gerry. I believe that is correct. 

The CuarrmMan. Are there any further questions? 

Mr. Petry. Mr. Getty, you stated that the average earnings of the 
railroads in 1953 were 4.55 percent; was that correct ? 

Mr. Gerry. That is based on ICC valuations. 

Mr. Petty. Was that before or after provision for Federal income 
taxes? 

Mr. Getry. That was after provision for Federal income taxes. 

Mr. Prity. Then, I judge, from that, that actually because of the 
very high corporation tax, exceeding 50 percent, that your earnings 
net before taxes must be considerably higher. 

Mr. Gerry. Well, I think, as I recall, our Federal income taxes 
last year were about 50 percent of our net railway operating income, 
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oe would mean that the rate of return before income taxes would 
be about one-third greater than we computed after taxes. 

Mr. Petry. All business is bearing a terrific burden under present 
corporation taxes. I think we agree on that. We expect under the 
situation that we are in, that net earning after provision for income 
tax will not be as high in terms of the period that we had, well, say, 
25 years ago. ; 

Mr. Gerry. That is entirely correct, and, of course, the railroad 
industry expects to pay taxes. But when we compare the railroad 
earnings with earnings of industry generally, after taxes, we rank 
very low on the scale, ‘and, also, our margin of profit is so narrow that 
when we run into one of these periods of economic decline such as 
we are in now, it is a real blow to the industry. Our earnings are all 
but wiped out by one of these small declines, and we get into serious 
difficulty. 

Mr. Petty. But you have the privilege of going before the ICC and 
asking for freight-rate increases. 

Mr. Gerry. We do, but we would be very hopeful that we would not 
have to go to the Interstate Commerce Commission for another 
freight-rate increase. We have such serious problems now with this 
competitive situation that there is a great deal of doubt as to how much 
additional revenue an increase in fre ight rates would produce. 

Mr. Petty. But it is the shippers actually that pay the increased 
costs or make up the deficit in the long run on the railroads. 

Mr. Gerry. In the final analysis, everything that the railroads get 
comes from the shippers; that is entirely correct. 

Mr. Rocers. Would the gentleman yield right there? It is not 
necessarily the shippers; it is the consumers because you can pass it on. 

Mr. Gerry. The shipper, of course, usually incorporates that in the 
price that he charges for his product. 

Mr. Rogers. So, after all, it is really transmitted to the consumer? 

Mr. Gerry. In the final analysis, it goes to the consumer. 

Mr. Petty. Well, Uncle Sam isa very large shipper on the railroads. 

Mr. Getty. Yes, sir; he is, and we hope he will continue to be. 

Mr. Petty. Mr. Getty, this $54 million increase that the proposed 
legislation would cost the railroads is something less than 5 percent of 
the 1953 earnings, is it not? In other words, your table showed that. 

Mr. Gerry. On income; that is correct. 

Mr. Petty. Now, you have not mentioned the increased cost of 
bookkeeping. We were informed that the cost of administering this 
legislation to the Railroad Retirement Board would be something like 
$700,000 a year, and the statement was made, I think, that also it 
would incur some increased costs to the railroads in the way of 
reporting. 

Mr. Getty. I am not sufficiently informed on that subject to give 
you an answer, and perhaps Mr. Ettenger might have some views on 
that subject. I do not know what the answer would be on that. 

Mr. Petxy. That is all, Mr. Chairman. 

The CHarrMan, Are there any further questions, gentlemen ? 

Mr. Hesevron. Mr. Getty, in looking at this pamphlet from the 
association entitled “Railway Revenues and Expenses,” as of October, 
I noticed that there seems to be quite a variation among the railroads. 
I realize that you have to present necessarily to us an overall picture 
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that involves those who are perhaps better off and also those who 
are not so fortunate, but is it not a fact that most of the major lines, 
anyway, did enjoy very substantial increase of income in that period ¢ 

. Gerry. Well, I would say that some of them did experience 
an ienicoanaed in earnings in 1953, and others did not. 

Mr. Heserron. And that variation is rather minor in some 
instances ? 

Mr. Getty. Yes, sir; that is correct. 

Mr. Heseuron. Is that attributable to changes in freight revenue 
or passenger revenue or express revenue, or what particular class of 
traffic showed a marked increase ? 

Mr. Gerry. Well, those fluctuations, as between railroads, occur all 
of the time, every year. You will find every year that there is 
considerable variations and fluctuations as to the experience of indi- 
vidual roads. It depends upon the particular commodities which are 
important to the particular road. In some cases, of course, where there 
has been a substantial decline in coal traftic, for example, the coal roads 
will suffer more than the non-coal-carrying lines, and the same 
thing carries on through with other commodities. It depends upon 
economic conditions with respect to individual commodities and, in 
particular geographical areas. They vary from time to time. 

Mr. Heserron. With the decrease in net operating income, it still 
has not been back to the situation that prevailed in 1949, has it ? 

Mr. Gerry. Oh, yes. Our net railway operating income in January 
of this year was slightly less than it was in January of 1949, as I recall 
the figures. I can ‘verify that. There was not much difference. 

Mr. Hesevron. What was the net operating figure ¢ 

Mr. Gerry. In January 1954, our net operating railway was 
$32,574,000. 

Mr. Hesetron. That is approximately what it was in 1950, is it not? 

Mr. Gerry. In 1949, it was $33,769,000. They were practically the 

same in January of 1950. Now, in January of 1950, as you may recall, 
that was the year in which the coal miners were working 3 days a 
week and there were other labor disturbances throughout the economy, 
which seriously affected railroad traffic and earnings in that particular 
month. 

Mr. Hesetron. Is it a fact that in 1949, the net operating income 
was five-hundred-and-forty-two-odd-million dollars? 

Mr. Gerry. For the year 1949, you mean ¢ 

Mr. Hesevron. In 1949. I am sorry, the 10 months you have that 
igure, do you, ending in October ? 

. Gerry. I can work it out here. The figure for the full year, 
1949, was $686 million, and there is about 143 or 144 million in the 
last 2 months and that would be about 542 million for 10 months. 

Mr. Hesevton. The figures as to net operating income I have from 
the bulletin are $542,809,666, which went to $815,072,304 in 1950, to 
$732,823,912 in 1951, to $856,877,240 in 1952, and to $9 152,692,130 in 
1953. 

Mr. Gerry. That is approximately correct ; yes, sir. 

Mr. Hesexron. That is almost double the net income in that period ¢ 

Mr. Gerry. That is right, from the very low level to which earnings 
shrank in 1949, which, as you know was a very unusual year. We had 
in 1949 a strike in the bituminous coal industry that extended practi- 
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sally the whole year. The steel industry was shut down for over a 
month in October of 1949, as I recall it, and there was one large rail- 
road that was struck for a period of 2 or 3 months. We do not have 
those conditions today and yet our earnings are practically on the 
same level as 1949. 

Mr. Hesevton. I am sure that you share a certain optimism as 
expressed by people in Washington as to he future of this country. 

Mr. Gerry. We have very great hopes, and we think it is entirely 
possible for the country to enjoy peacetime prosperity, and not per- 
haps at the same level that was experienced in wartime and under 
wartime conditions, but we think it is entirely possible and we are 
quite hopeful that the upward turn will come soon. 

Mr. Hesetton. I am very glad to hear you say that. 

Mr. O'Hara. Mr. Getty, I am still troubled over the question, and I 
did not ask you this question, but you indicated to my previous ques- 

tion that there were presently about 100,000 workers unemployed. I 
recognize the difficulty of making any prophesies in that regard as to 
the future, but would you be able to give me any statement as to 
whether you expect that figure of unemployment to increase or to 
decrease or to maintain a sort of a level of 100,000 unemployed ? 

Mr. Gerry. We would be hopeful, certainly, that our business would 
pick up to the extent where we could have more employees and reduce 
the number that are now on furlough. I do not know that I could 
give you any precise information on that at the present time. It all 
depends upon what traffic conditions are and how much money the 
railroads take in and how much they have to spend. 

Now, this bill before you, for example, if the railroads have to incur 
additional costs of $54 million, it has to come from somewhere and half 
of everything we spend is for labor. I would think that this particu- 
lar measure would to some extent affect the ability of the railroads to 
hire workers, their financial ability. 

Mr. Hesetton. Are you able to give us at this time any indication 
of where that unemployment occurs, and whether it is in the operating 
men or the maintenance men ? 

Mr. Gerry. The unemployment is largely in maintenance workers, 
and, of course, you cannot reduce your operating forces very much be- 

‘ause you still have to run the trains, and the trains have to be manned. 
The reductions are made primarily in maintenance-of-way and main- 
tenance-of-equipment forces, 

Mr. Hesevron. Was there a recent adjustment of mail pay for the 
railroads? 

Mr. Gerry. The last adjustment in mail pay was in 1951. Now, the 
railroads and the Post Office Department have reached an understand- 
ing which would grant us an additional 10 percent increase retroactive 
to October 1, 1953, and that matter has been laid before the Interstate 
Commerce Commission and subject to the approval of the Interstate 
Commerce Commission that 10 percent increase will go into effect. 

Mr. Heseiton. How much of an annual increase is that? 

Mr. Gerry. It would be approximately $30 million, and mail rev- 
enues at the present time are running around $300 million a year and 
so 10 percent of that would be about $30 million. 

Mr. Hesextton. And that is retroactive to when ? 
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Mr. Gerry. October 1, 1953. That was the understanding reached 
between the Postmaster General and the railroads, and, of course, the 
Interstate Commerce Commission may or may not approve that under- 
standing. We expect that they will. 

Mr. Hesexron. I recall, and I do not want to get you into any local 
disputes, but the New York, New Haven & Hartford in recent years 
has made substantial expenditures and improvements of equipment 
and operating schedules in order to induce people to use railroads 
from Boston to New York. Has that generally characterized the ap- 
proach of the railroads toward the problem of passenger traffic? 

Mr. Gerry. I think you can say that is quite general, Mr. Heselton. 
The railroads are doing everything they can to attract passenger traf- 
fic and freight traffic, too, but their resources that are available for 
such purposes are so limited that they cannot do as much as they 
would like to do in that regard. 

Mr. Hersexron. I, also, recall that someone made the suggestion 
that considerable advance could be made in the carrying of freight 
if concerns made it possible for the trailer section of the truck to be 
loaded right on the train. That has been a matter of some interest, 
has it not? 

Mr. Gerry. That is a matter which is being experimented and in- 
vestigated with by a great many railroads. Of course, there are many 
proble ms that have to be worked out in negotiating a service of that 
kind. It will take a little time, but it is being given a great deal of 
study and experimentation right at the present time by many individ- 
ual railroads. 

Mr. Heseiron. Overall, I take it that you want to leave with us the 
impression that you are certainly optimistic about the future of the 
railroads? 

Mr. Gerry. Yes, sir. 

Mr. Hesevtron. That is all. 

Mr. Cartyte. Mr. Getty, could you tell us the number of railroads 
in this country today that are being operated by receivers ? 

Mr. Gerry. I do not have those figures with me, but there are not 
very many at the present time. 

Mr. Carty.e. Would you say that the number has increased or de- 
creased within the past 10 years? 

Mr. Gerry. It has decreased quite materially because many of the 
railroads that went into receivership during the depression period of 
the 1930's have gradually come out and are now out of the hands of the 
courts. There are a few railroads still remaining in the hands of the 
courts but there have not been very many that have gone into bank- 
ruptcy since the end of the war. 

Mr. Cartyie. Well, now, some of the railroads remained in the 
hands of the court and were in receivership for a long number of 
years, and they are back now operating and are in prosperous 
condition. 

Mr. Gerry. That is correct. Their capital structures were drasti- 

cally reduced through that reorganization process and in most cases 

the stock, the outstanding stock “of those companies, was completely 
wiped out, and the bonded indebtedness was replaced in part by new 
stock and in part by new bonds, 

Mr. Cartyte. Would you say that there is a rather large expansion 
program now underway throughout the railroad industry ? 
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Mr. Gerry. There certainly was or has been in the last 8 years, the 
yostwar years. That has been curtailed somewhat in recent months 
om ause of the general economic conditions, but there remains a tre- 
mendous amount of work that could be done profitably if the rail- 
roads have the money to invest in such facilities. 

Mr. Cartyte. Do you take the position that the proposed reduction 
in the excise tax on travel tickets will increase railroad passenger 
transportation ¢ 

Mr. Getty. I think it would be a tremendous help to the passenger 
business of the railroads to reduce that. 

Mr. Cartyie. You think that would help the railroads? 

Mr. Gerry. It will help the railroads; yes, sir. The elimination 
of the excise taxes on freight would be a big help to us, too. 

Mr. Carty.e. I believe that is all. 

The Cuatrman. Are there any further questions ? 

Mr. Gerry. I would like to ask a question or two to understand the 
effect of the proposed law with respect to the unemployment fund. 
Some statements were made concerning it yesterday. Are you famil- 
iar’ with those statements that were made? 

Mr. Gerry. Yes, sir. I was present when they were made. 

The Cuatrman. Are you in accord with the statements that were 
made? 

Mr. Gerry. Sir? 

The CHarrman. Are you in accord with the statements that were 
made? 

Mr. Garry. Well, I think that you refer to the difference between 
the tax paid by the railroads since the revision of the act which re- 
duced the rate as a savings to the railroad. I would not so character- 
ize those as savings, Mr. Chairman. What actually happened, of 
course, was that when this act first came into being there was little 
or no experience on which to base a proper tax rate. The tax rate of 
3 percent was put on. 

Now, as time went on, it became clear that rate was more than 
enough to support the fund. Now, it served a very useful purpose in 
the early years of the act, because it did build up this fund in the un- 
employment compensation fund so that there was a reserve there. 
But, then, when it became clear that the 3 percent rate was more than 
enough to carry it, I think Congress acted very properly in reducing 
that rate to the one-half of 1 percent, which I think most everybody 
knew at that time would not be adequate to carry the fund over a 
long period of time, and that after the fund had come down to : 
proper level, then the tax rate would necessarily come up. 

I think it was very proper of the Congress to allow the railroads to 
reduce that rate and recoup that part of the fund that they had built 
up, which was not necessary to carry the fund. 

The Cuarrman. I do not want to get into any discussion with you as 
to the use of the word “savings” but the fact remains as a result of the 
legislation that was passed by Congress, the railroads have been saved 
from paying out approximately a half a billion dollars; have they not? 

Mr. verry. I will accept your figures on that, but that is true. 

The Cuamrman. We had those figures yesterday when Mr. Ettenger 
was on the stand, and I think that the figures were correct. Taking 
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into consideration the $87,000 contribution in 1948, the savings, as I 
term it, have been $634 million. ; 

Now, if that law had not been passed, the railroads would have had 
to continue to pay out at the rate of 3 percent; would they not? 

Mr. Gerry. Yes, sir; they would. 

The Cuarrman. So that whether you call it savings or not, it was a 
saving of expenditures at least ; is that not true? 

Mr. Gerry. The chances are, Mr. Chairman, that that money that 
Was saved, as you refer to it, would have been spent by the ri ailroads 
for purposes which they badly need at the present time, and it would 
have been put into new freight cars, or new locomotives. 

The Cnatrman. Well, the fact that they had not had to make that 
expenditure certainly has enabled the companies either to rehabilitate 
their property or pay additional dividends or make more stable their 
financial structure; is that not true? 

Mr. Gerry. That is correct. It has been a big help to the industry. 

The Cuaimman. Now, what I want to get to is this: Under the pres- 
ent rate of unemployment contributions, and without any change in 
the law, how long would it be, in your opinion, before it would be 
necessary to make any additional expenditure by the railroads beyond 
the one-half of 1 percent they are now paying / 

Mr. Gerry. Iam not an expert on that, Mr.Chairman. Mr. Ettenger 
is here and I think that he could tell you very quickly about when we 
would get back to a higher rate from the one-half of 1 percent. 

The Cuarrman. I do not want to get back to Mr. Ettenger again, 
because we are anxious to get these hearings concluded. Perhaps, Mr. 
Fort will be able to answer the question when he takes the stand. 

Mr. Gerry. I think probably he will be. 

The Cuarrman. I have no further questions. I do wish to ask some 
along that line when Mr. Fort takes the stand. 

Now, are there any further questions ? 

Mr. O'Hara. May I ask one question there, Mr. Chairman ? 

Mr. Getty, what is the amount in the unemployment fund at the 
present time ? 

Mr. Gerry. I think it is around $670 million, sir. 

Mr. O'Hara. Has that been depreciating over the last few years? 

Mr. Gerry. It h: as; yes. It was expected that it would when the one- 
half of 1 percent rate was put into effect. 

Mr. O'Hara. Very well. 

Mr. Hare. Let me ask one other question. Do you know how many 
railroads are paying any dividends on common stock at the present 
time / 

Mr. Gerry. I do not have those exact figures, sir, but quite a few 
of them did actually pay dividends in 1953. 

How many will pay in 1954 remains to be seen. I think it is fair 
to say that more railroads paid dividends in 1952 and 1953 than at 
any time probably since the late 1920's. 

Mr. Hae. I would like to have just for my information—I wonder 
if it would be too laborious—the number of dividend-paying railroads 
in each of the last 5 years. 

Mr. Gerry. I will be glad to furnish that information. 

Mr. Hate. I do not think that would be very difficult to get. 

Mr. Gerry. I will be very happy to furnish that. 
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Mr. Hare. I would like to have that indicating at the same time 
how many railroads there are in operation and you can get that. 

Mr. Gerry. I can make a complete tabulation of all of the class 1 
railroads and what their dividend record looks like in the last 5 years. 

Mr. Hare. It would be quite interesting to have in the record. 

Mr. Gerry. I will be very glad to furnish it. 

(The information is as follows :) 


Dividends declared. railwaus of class I in the United States 





I Y 5 \ 19 \ 
] ferred stock 
Amount of d lends $79, 191, 64 $87, $ R04 x & R4 
Average rate of 1 } 
tock perce! 4 4.74 } 4 
Cor ck 
AT l f rT ] ¢ ( £O4( $262. GSS, 454 334 8 
Ave ‘ ‘ k S 
equl percent 5 St ’ 


Dividends declared on common stock, railways of class I in the United States 





NEW ENGLA RE ) 
B wr & Aroostook $141, 792 
Boston & M 
Canadian N I New | s 
Cal Pacif lit Maine 
C idian I fic Vermont 
( tral Ve 
Maine Cent 
Ne York (¢ 
New York, N H « Hartford 
Rutland 
I N 141, 792 
AK E RE 
16, 2 $812, 50K 
10, 000 2 VO $2 00) $4 
& We 422. 20¢ 122. 20¢ 122. Q0¢ R44 4 
I 240, 00 OO On 
+, Zu 4, 2s x2 2s sod 4 1 
282, 42 ys 10 Js 4“) s 
i 1, 156, OO 1, 156, 000 60, 000 
2, 2A 
408. 000 06. 000 6. OM 10% 0 
447, 394 5, 223 ) 123, 697 ti, 44 44 
& St. Loui 928, 007 2,47 12, 2! ) 
& Wests 
( 4. 318, 25 454, 600 154, 600 81. 900 
lia } 00 ( 000 " ( () 
l 4 s 195. 4¢ 4 s f S 
Total, Great Lakes region 1), O73. 254 18, 118. 041 2), 280, 188 6. 206. 420 
CENTRAL EASTERN REGIOD 
Akron, Cant & Youngstow1 103, 442 114. 935 114. 935 114 925 
Balt wre & Ohio 1, 92 t 2 14 
Re mer & Lake Erie 4 000. OOM 4. 000, OOF 4. 000. OOK y ) 
Central RR. of New Jersey 
Ce ral RR. of Pennsylvania 2, 745, 150 190), SOK 2, 745 
Chicago & I tern Il 
Ch & Til lidland 80. 000 10, OO 60K t 
Chic . Indianapolis & Lou l 29. 64 { $29 
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Dividends declared on common stock, railways of class I in the 
United States—Continued 





Region and road Year 1950 | Year 1951 Year 1952 | Year 1953 





CENTRAL EASTERN REGION—Continued 




















inois Terminal $400, 000 $400, 000 $100, 000 $100, 000 

Long Island 

Missouri-Ilinois_- . _- 126, 685 3, 090 253, 090 253, 090 

Pennsylvania System _. 13, 167, 754 | , 704 13, 167, 754 19, 751, 631 

Pennsylvania-Reading Seashore Lines | 

Reading Co 2, 797, 821 2, 797, 826 2, 797, 912 2, 797, 883 

Staten Island Rapid Transit__. 7 

Western Maryland = 
otal, central eastern region. _-. 35, 073, 627 31, 712, 814 30, 112, 031 35, 248, 027 
rotal, eastern district _. 55, 288, 673 49, 830, 855 50, 392, 219 71, 454, 447 

POCAHONTAS REGION 

Atlantic & Danville ‘ 

Chesapeake & Ohio- 11,725,644 | 17, 588, 466 23, 778, 783 23, 545, 411 

Norfolk & Western 19, 690, 762 19, 690, 762 19, 690, 762 19, 690, 762 

Richmond, Fredericksburg & Potomas 1, 240, 128 1, 550, 160 1, 653, 504 | 1, 653, 504 

Virginian... 3, 127, 139 3, 752, 570 3, 127, 139 3, 127, 138 
lotal, Pocahontas region 35, 783, 673 42, 581, 958 47, 950, 188 48, 016, 815 

SOUTHERN REGION 

Alabama Great Southern , 252, 800 1, 25: 1, 252, 800 1, 252, 800 

Atlanta & St. Andrews Bay 60, 000 108, 000 2, 999, 840 

Atlanta & West Point 73, 908 98, 544 147, 816 

Atlantic Coast Line 3, 293, 708 4, 4, 940, 562 4, 940, 562 

Central of Georgia : ‘ 

Charleston & Western Carolina 

Cincinnati, New Orleans & Texas Pacific. 3, 588, 000 3, 588, 000 3, 588, 000 | 3, 588, 000 

Clinchfield - 

Columbus & Greenville -- 19, 500 19, 500 19, 500 24, 375 

Florida East Coast 6s 

Creorgia 

Georgia & Florida 

Georgia, Southern & Florida 

Gulf, Mobile & Ohio 917, 236 2, 293, 089 2, 751, 705 

Illinois Central 4, 073, 934 4, 073, 934 6, 110, 901 

Louisville & Nashville 8, 236, 800 9, 360, 000 11, 700, 000 

Mississippi Central 

Nashville, Chattanooga & St. Louis 1, 023, 931 895, 939 895, 942 1, 023, 936 

New Orleans & Northeastern ; : 

Norfolk Southern. 351, 566 498, 973 655, 522 

Seaboard Air Line - ‘ 2, 550, 000 3, 612, 500 7,084,111 

Southern Ry ; 4, 219, 150 5, 192, 800 4, 868, 252 

Tennessee Central _-. inhaata 

Western Ry. of Alabama 225, 000 210, 000 240, 000 300, 000 
Total, southern region... san 29, 885, 533 35, 223, 942 38, 624, 443 47, 447,820 
Total, southern district. ..............- 65, 669, 206 77, 805, 900 86, 574, 631 95, 464, 635 

NORTHWESTERN REGION 

Chicago & North Western $1, 223, 316 

Chicago Great Western 

Chicago, Milwaukee, St. Paul & Pacific 4, 246, 428 $4, 246, 426 $2, 123, 213 | $2, 123, 213 

Chicago, St. Paul, Minneapolis & Omaha 

Duluth, Missabe & Iron Range... 6, 168, 750 6, 168, 750 

Duluth, South Shore & Atlantic ; 210, 000 

Duluth, Winnipeg & Pacific. -- os : 3 es os. 

Great Northern shee 

Green Bay & Western 125, 000 125, 000 125, 000 125, 000 

Lake Superior & Ishpeming 374, 850 396, 270 374, 850 | 428, 400 

Minneapolis & St. Louis. 750, 000 600, 000 660, 000 900, 000 

Minneapolis, St. Paul & 8. 8. Marie_. 719, 104 719, 104 719, 104 359, 552 

Northern Pacific : 2, 479, 710 6, 199, 275 7, 439, 130 7, 439, 130 

Spokane International 71, 160 71, 160 113, 856 170, 784 


Spokane, Portland & Seattle- ‘ . bcd . 
Wisconsin Central 3 


11, 555, 153 





i) 
g 
ig 


Total, northwestern region 16, 158, 318 1% 
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Dividends declared on common stock, railways of class I in the 
United States—Continued 


Region and road Year 1950 | Year 1951 Year 1952 | Year 1953 


CENTRAL WESTERN REGION 





Atchison, Topeka & Santa Fe System $21, 843, 540 $21, 843, 540 $29, 124, 720 $33, 978, 840 

Chicago, Burlington & Quincy 11, 958, 709 11, 958, 709 12, 812, 903 2, 812, 903 

Chicago, Rock Island & Pacific... 4, 226, 810 4, 578, 778 §, 635, 250 6, 339, 490 

Colorado & Southern 09, 893 

Colorado & Wyoming 352, 000 440, 000 

Denver & Rio Grande Western- - 703, 354 1, 055, 031 1, 406, 708 21, 884, 208 

Fort Worth & Denver 

Northwestern Pacific- 

Sacramento Northern 

Southern Pacific Co.—Pacific Lines 21, 290, 202 23, 515, 7 25, 331, 719 27, 141, 366 

Toledo, Peoria & Western 295, 000 295, 000 240, 000 261, 500 

Union Pacific 26, 675, 120 26, 675, 120 26, 675, 120 26, 675, 120 

Utah 

Western Pacific. 1, 225, 312 1, 439, 295 1, 586, 697 1, 586, 697 
Total, central western region 88, 218, 047 91, 361, 220 103, 165, 117 31, 430, 017 


SOUTHWESTERN REGION 


Gulf Coast Lines 
Beaumont, Sour Lake & Western -- 
New Orleans, Texas & Mexico 
St. Louis, Brownsville & Mexico 
San Antonio, Uvalde & Gulf 
International-Great Northern 
Kansas City Southern » 2, 547, 995 2, 547, 995 2, 547, 995 2, 675, 395 
Kansas, Oklahoma & Gulf-__- 
Louisiana & Arkansas 
Midland Valley 
M issouri-Kansas-Texas Lines 
Missouri Pacific 





Oklahoma City-Ada-Atoka 80, 000 80, 000 80. 000 
St. Louis-San Francisco 1, 861, 735 3, 237, 981 3, 508, 506 4, 385, 652 
St. Louis, San Francisco & Texas 
St. Louis Southwestern Lines... 859, 055 1, 030, 866 859, 055 859, 055 
Texas & New Orleans.. 1, 292, 928 6, 464, 640 
Texas & Northern_.-.- 366, 260 250, 000 
Texas & Pacific 1, 937, 750 2, 325, 300 2, 712, 850 3, 100, 400 
Texas Mexican_. 
Total, southwestern region _._... 7, 572, 795 9, 222, 142 11, 001, 334 17, 815, 142 
Total, western district... 111, 949, 160 112, 940, 597 125, 721, 604 167, 169, 988 
Grand total, United States 232, 907, 039 240, 577, 352 262, 688, 454 334, 089, 070 


The CuairMAN. Our next witness will be Mr. Fort. 


STATEMENT OF CARTER FORT, GENERAL COUNSEL AND VICE 
PRESIDENT OF THE ASSOCIATION OF AMERICAN RAILROADS 


Mr. Fort. Mr. Chairman and gentlemen of the committee, for the 
record, I should say that my name is Carter Fort and I am general 
counsel and vice president of the Association of American Railroads. 
That organization you are familiar with, and I think it has been suffi- 
ciently described by Mr. Ettenger. 

I have no written prepared statement. It was my purpose origi- 
nally to make an opening statement. In view of the meticulous and 
comprehensive papers which you have heard from Mr. Ettenger and 
from Mr. Getty, there really is no occasion for me to deal with the 
detail. I hope to treat the case in rather board outline and to bring 
to your attention some features which I regard as of outstanding 
importance. 

This bill would amend three present laws, the Railroad Retirement 
Act, the Railroad Retirement Tax Act, and the Railroad Unemploy- 
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ment Insurance Act. It would bring about fundamental and drastic 
charges in the railroad retiment system and the unemployment system. 

I think, in order to avoid confusion, it would be better to treat each 
system separately, because the problem lends itself to confusion; but, 
before doing that, I want to say at the outset that, as you have already 
heard, this bill would increase the annual expenses of the railroads by 
$54 million. 

Now there have been some remarks from the bench that would 
indicate that perhaps $54 million is not such an enormous sum. But, 
[ ask you to look at it this way, among other ways: $54 million is the 
interest at 5 percent on $1 billion. In other words, if you pass this bill, 
it would put an annual cost on the railroads which would be equal to 
the annual cost on the railroads if they borrow $1 billion and spend it 
in improving and modernizing their plant. We could expend that 
much money and do that much good at a cost no greater than the 
cost of this bill. When you keep that in mind, I think that you will 
reach the conclusion that $54 million per year is a very significant 
figure. 

This railroad retirement system, not to mention at the moment the 
unemployment insurance system, is an immense undertaking. The 
taxes are almost $650 million a year. It is a system that needs, of 
course, very wise and prudent long-term policy management. 

All of us who have anything to do with it, I think, are under heavy 
responsibili ties: and the heaviest responsibility, of course, rests with 
your committee, which, in effect, is the board of directors for this great 
railroad retirement system. Depending upon the wisdom of your 
committee, is the future of this great railroad retirement system. 

‘Transportation is the foundation of industry of this country. Rail- 
road transportation is, in many ways, the most important single activ- 
ity in the country because all other industry depends upon it. An 
inadequate and inefficient railroad system would do more harm to the 
economy of the e untry than almost any other one thing. 

You heard Mr. Stack say that the railroad industry is a dying 
industry. I disagree emphatically with that statement, as indeed I do 
with almost everything Mr. Stack said. But I think that you must 
keep this in mind; there is one way that the railroad industry can be 
made a dying industry; and that is by shortsighted or unwise gov- 
ernmental re oulation. 


The railroad industry is the subject of such comprehensive regula 
tioh that mahy matters »f control] Ing portance nave been taken 
wholly out of the hands of man igement and pli lin the hands of the 
Crovernment. 

One of such matters is the railroad-retirement system. There are 
mia others also. We hope we will have a bill before you before very 


long, Mr. Chairman, called the timelag bill which is extremely im- 
portant and which is designed to avoid long delays in the adjustment 
of railroad rate levels. 
The Cuarrman. By the way, has the Senate acted on that bill yet? 
Mr. Forr. No, sir, I hope it will as soon as the statehood matter has 
been dispo ed of. 


The “timelag@ bill” has to do with the great delays which we en- 
counter when the railroads are required to raise their rate levels to meet 
increased expenses. 
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I believe this committee is one of the most important committees, 
perhaps the most important committee, in the House because on this 
committee rests a great responsibility which must look far into the 
future. 

It isalmost a staggering responsibility that rests on your committee. 
And I think the committee is to be congratulated for fully understand- 
ing that and for the conscientious and thoroughgoing way that it 
conducts its hearings in an effort to learn all that is possible about the 
matters on which it is called upon to legislate. It can be safely said 
that so lone as, and to the extent that, Government regulation of 
transportation is sound and statesmanlike, the railroad industry will 
not become a dying industry but will continue to play a predomimant 
part in our economy and our national defense. 

I did not intend to open in quite that tone: and T will come now to 
the bill that you have before you and first to the effect of that bill on 
the railroad-retirement system. I think it is necessary to review 
certain features of the e ‘xisting system 1n order to underst: ind the etfect 
of the proposed amendments. 


The railroad-retirement system is financed by a payroll tax, one 
half of which is collected from the employees oa one-half of whi 
is collected from the railroads. Each pays 614 percent tax on the 


‘compensation paid to employees with a maximum of $300 per month 
for each employee. This bill would increase that maximum. 

The system provides a very elaborate scheme of benefit payments 
to employees retired for age or for disability. It provides, in addi 
tion, benefits for survivors, including parents and children, benefits 
for wives and husbands, and various other benefits which it is not 
necessary to refer to at this time. 

It should be pointed out, however, that the railroad-retirement 
system is much more costly to the railroads and much more liberal to 
the railroad employees than is the general social-security old-age and 
survivors system, which is applicable to industry generally. That 
system is applicable to some 47 million people, whereas our system 
is applicable to somewhere between 1 million and 114 million em 
ployees. That is a very important matter. It raises the question 
whether the tail should wag the dog or the dog should wag the tail. 

Some members of this committee have referred to possible changes 
in general social security. First, it should be pointed cut that no 
changes of this kind have vet been made and no one knows whether 
they will be made or when or what they may be. 

Moreover, it seems to me that a system like railroad retirement, 
applicable to a small segment of industry, should await changes to 
the underlying general system. Following such changes you could 
then consider whether or not you wanted to make any changes in the 
railroad system. 

I have explained that the railroads pay 614-percent payroll taxes 
to suport the Railroad Retirement Act. That payment is in sharp 
contrast with the 2 percent paid by general industry for a cor respond 
ing purpose. 

There have been questions from the bench which perhaps I should 
refer to at this time. I think Mr. Dolliver called attention to the 
fact that the railroad system was established after the establishment 
of general social security by agreement between the railroads and 
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their employees and that it was then more liberal than the social- 
security system. -That is true but only within limits. 

At the beginning there was a provision in the general social-security 
system for asc ending rates of taxes, which would have reached, under 
the scheme then embodied in the law, 3 percent on the employers by 
1948. When the railroad system was put into effect, taxes on em- 
ployers were provided that would have gone up to 334 percent in 
1948, somewhat higher than general social security. But what has 
developed since then ? 

What has developed is completely out of line with what was in 
the minds of the parties so far as the relationship of the two systems 
is concerned. By constant liberalization of the railroad-retirement 
system, the taxes have gone up to 614 percent on the railroads whereas 
other industries are paying only 2 percent, or one-third as much, 
which, as I say, is not the relationship that was contemplated at all 
when the railroad-retirement system was established. 

I shall mention a few concrete figures to indicate to you how much 
more liberal our retirement system is than social security, but first I 
call your attention to the following: To begin with, general social 
security is entirely an old-age retirement system. A man cannot 
receive any benefits because he is disabled. The railroad system has 
two prongs, retirement for old age and retirement for disability. 

Now, that is a matter of the greatest significance because almost as 
many people are on the disability retirement rolls as are on the old- 
age rolls, and, as I said, that is something the railroads have that 
social security does not have at all. 

But going beyond that, and simply looking to old-age retirement, 
the maximum that a railroad employee can get under the present law 
with the $300 ceiling, is $165.60 per month, with $40 to his wife, or 
a total of $205; that is, with 30 years of service. 

Now, in computing an annuity the law does not limit service to 30 
years unless part of that service is what is called prior service, that 
is, Service prior to the act when no taxes were paid. At present, and 
until 1967, 30 years is ~ maximum. But as time goes on a man will 
be able to get credit for 45, or even more, years of service in computing 
his annuity. And so, under the railroad law as it is now written, and 
with no liberalization whatever, as time goes on, the maximum annuity 
will increase. For 45 years of service it will become $248 a month 
for the man and $40 for his wife, or $288. 

What should those maximum annuities of $205 at present and $288 
in the future be compared with? They should be compared with the 
maximum pension possible under social security of $85 and $42.50 
to the wife, or a total of $127.50. The difference is a striking one. 

Under the railroad-retirement system, the average payment for 
those on the rolls on June 30, 1953, was for old age $96.83 a month, 
as contrasted with $50.42 for general social security, and for the rail- 
road wife $36.33, as contrasted with $26.68 under general social 
security. 

The bill before you would further increase the spread between the 
-ailroad-retirement system and the social-security system. How can 
we justify spending the money that we, the railroads, receive from 
our shippers and travelers for the purpose of paying our employees 
benefits disproportionately greater than are paid by our shippers and 
travelers to their own employ ees ¢ 
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I do not thing a bill could have less justification than the bill that is 
now before you—a bill which would throw the railroad-retirement 
system still further out of line with the social-security system. 

The benefit paid under railroad retirement is decided by two factors: 
the length of service and the amount of creditable compensation. If 
the creditable compensation were increased from $300 to $350 there 
would be an automatic increase in the benefits. Who would get the 
increased benefits? ‘The employees with earnings over $300 a month 
would get them—the higher-paid employees. Those are the men who 
least need greater benefits, but they are the ones who would get them 
under this bill. 

The bill, by raising that taxable and creditable compensation from 
$300 to $350 a month, first provides extra tax money. It provides $28 
million from the men and $28 million from the railroads, or $56 mil- 
lion per year. 

Under all the circumstances the railroads can see no possible justifi- 
cation why they should be required to pay this additional tax and 
frankly they do not want to pay it. How many of the men want to pay 
the additional tax that would be imposed upon them is a question and 
a very big one to which no real answer has been given to this com- 
mittee. 

You will remember that when the same matter was before your 
committee in 1951 you refused to raise the ceiling. All of the operat- 
ing groups came here and testified. These classes of employees gen- 
erally earned more than $300 per month and would have been directly 
affected by an increase in the ceiling. They said, “Don’t raise the 
$300 base.” And you didn’t do it. 

You will recall that Representative Van Zandt said the other day, 
as I understood him, that he represents a district with as many rail- 
road people in it as any other district, and that his people certainly 
do not want to pay the increased taxes 

I thing that those of us who have to do with these things will be hear- 
ing for a long time from a lot of people if retirement taxes of these 
employees are put up $3 a month, which this bill would do. 

I call your attention to the fact that Mr. Stack, who said he repre- 
sents a good many railroad men, stated that his people don’t want 
the amount raised. That is about the only thing that Mr. Stack said 
that I agree with. 

Now, what is going to happen to the $56 million per year that pro- 
ponents are going to raise by this bill in moving the $300 base up to 
$3504 What are they going to do with it? The fund is running a 
$45 million deficit a year now. Are the sponsors of the bill going to 
take the $56 million and make the fund sound? Is that the proposal ¢ 

Not at all. The proposal is automatically to pay $31 million of it 
out in additional benefits which arise because the creditable compen- 
sation on which the benefit is based becomes $350 instead of $300. 
Thirty-one million dollars of the fifty-six million dollars is paid to 
the very people who need it the least. 

What are they going to do with the balance of $25 million? 
Twenty-three and one- half million is to be used to reduce the eligi- 
bility age of certain survivors from 65 years to 60 years. These two 
expense items of $31 million and $23.5 million account for virtually 
all of the revenues from increased taxes. The bill provides some other 
benefits, but they don’t amount to very much. Benefits are to be con- 
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tinued for a child over 16 even though he doesn’t go to school. If you 
look at the table on page 6 of the Railroad Retirement Board’s report 
on the bill, you will see that the cost of that we is ran $1,000 a year. 


Elimination of delegate service is $10,000 a year. To allow a widow 
a widow’s annuity plus an annuity based on ‘es own work is $20,000 
a year. There are a number of other items including a new work 


clause which is supposed to save the fund one and a half million dol- 
lars a year. But the important cost items are the automatic increased 
benefits resulting from raising the compensation base from $300 to 
$350 and the benefits resulting from lowering the eligibility age for 
widows. The question then is: Should $56 million a year in added 
taxes be assessed against the railroads and the men in order to give 
increased benefits to those who need them the least and to give bene- 
fits to widows and certain other survivors at an earlier age than is 
now provided in the law and at an earlier age than is prov ided under 
the general social-security system? The answer is obviously “No.” 

Proponents of the bill look for justification of their proposal to 
increase the tax base to a statement by the President in his Economic 
Report. However, if you examine that report quite carefully, 
will find that it contains no justification at all for the proposal in 
the present bill. 

I will read from page 100 of the report, the statement proponents 
rely upon. The President says: 


Old-age and survivors insurance benefits should be increased. 


Those benefits are far below ours and perhaps they should be in- 
creased. The President then tells how to increase those benefits: 

First by eliminating from the earnings base the 4 lowest years of earnings. 
Second, by raising the benefits to 55 percent of the first $110, plus 20 percent 
of the balance; and, third, by increasing the minimum from $25 to $30. 


And, now listen to this: 

Fourth, by raising from $3,600 to $4,200 the annual maximum above which 
wages are not counted in computing benefits or taxes. 

The President was dealing only with the general social-security 
system and its level of benefits. He made no recommendations con- 
cerning the railroad-retirement system and in fact made no reference 
to that system. The President “said social-secur ity benefits should 
be raised. One way to do it, he said, would be by increasing the base 
for computing the benefit and for computing the tax. 

You can see that the reasons he gave have no application whatever 
to our law. Moreover, it is interesting to notice that if you raise the 
social-security benefits, not only by ¢ ha anging the $3,600 to $4,200, but 
in all of the other ways that the Pr esident mentioned here in his 
report, you wi!l still have benefits very far below those now paid by 
the Railroad Retirement Act, using $300 a month as the base. 

As you know, the supporters of the bill also propose to raise the 
base for unemployment insurance purposes from $300 to $350. The 
President in his Economic Report made no reference to raising the 
base for unemployment taxes in the States, although he did make other 
recommendations about the State systems. Neither did he make any 
reference to raising the base for unemployment in the Railroad Act 
or to raising the base for unemployment in the Federal Unemploy- 
ment Tax Act. Yet the bill before you would increase the tax base 
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under the Railroad Unemployment Insurance Act from $300 to $350 
a month. This proposal is made even though the States have $3,000 
a year, or less than $300 a month, as the maximum for taxes under 
their unemployment insurance laws. 

By no stretch of the imagination is there to be found in the Economic 
Report any support for raising the $300 base to $350 as to the railroad 
unemployment insurance system. 

Coming back to the railroad retirement system: If all of those 
changes which the President refers to on page 100 of his report 
should be made in the general social security retirement system, the 
maximum taxes that would be paid per year per employee by outside 
industry for retirement purposes would be $84, whereas we are already 
paying $225 per employee for retirement. If H. R. 7840 were passed, 
we would pay $262.50 per employee. 

The railroad retirement system is already far out of line with the 
social-security system and this bill would throw it even further out 
of line. In addition, as I have said, this bill would add $54 million 
to railroad expenses, and another $28 million in taxes on the men. 
Fifty-four million of added costs is an extremely serious thing to the 
railroad industry. 

Mr. Getty talked to you at length about the financial condition of 
the railroads. I shall, therefore, refer to this feature only briefly 
although it is of compelling importance. The postwar years have been 
a period of great business and industrial activity and general pros- 
perity. Railroad traffic moved in high volume. But what were the 
financial results—what was our average return on our depreciated 
book investment, a very much smaller figure than the replacement 
costs for the property? Our average return was 3.7 percent. No one 
could question the inadequacy of that. On its face, it is wholly in- 
adequate. 

And this year, as Mr. Getty pointed out, we are looking forward to 
an $800 million reduction in our freight revenues. We have already 
undertaken to pay 3 of our crafts of employees a wage increase of 5 
cents an hour, effective last December 15. That will cost $44 million 
in 1954 that we did not spend in 1953. And we are in negotiation with 
our other employees. If we should make wage settlements with them 
similar to the settlements we have already made with the 3 crafts, the 
total cost will be $192 million a year. 

If we have to look forward in 1954 to a reduction in gross revenues 
of some $800 million and to increased labor costs of some $192 million, 
that is a matter of grave concern to all who are responsible for or 
interested in an efficient, dynamic railroad system, able to take advan- 
tage of technological improvements and to meet the transportation 
requirements of the country adequately and economically. 

This bill would add to the financial difficulties of the railroads by 
placing an additional burden on them of $54 million per year. 

I should like to return for a few moments to a discussion of the 
railroad unemployment insurance system. That system provides 
benefits not only for unemployment because no work is available, but 
also for benefits for unemployment by reason of injury or sic kness. 

For the support of the railroad unemployment system, the railroads, 
as you know, pay the full amount of the cost in payroll taxes and the 
men make no contribution. Other industries, which are under State 
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systems, pay for no such injury and sickness benefits. There are 4 
States, to which, I think, Mr. Ettenger called your attention, where 
there are some sickness benefits, but they are paid by the men with 
some minor contributions in 2 States by the employers. 

Payment of benefits for injury or sickness is something that distin- 
guishes our unemployment system from all others, and would make 
it very much more liberal than any other, even if our benefits for 
unemployment, because of lack of work, were no higher. But those 
benefits are actually much higher. 

To show you what an important matter the sickness feature is, last 
year we paid $43 million in sickness benefits, as contrasted with $53 
million for unemployment benefits; so the sickness benefit is a very 
substantial factor. It is a very costly thing. 

Coming now to the provisions of H. R. 7840 which would affect the 
unemployment insurance system: What would the bill do? 

It would raise the taxable base, and the base on which benefits are 
figured, from $300 per month to $350. 

The base is now only $3,000 a year in the State systems and under 
the Federal Unemployment Tax Act. 

H. R. 7840 would also increase railroad unemployment benefits. In 
all the bill would increase railroad unemployment taxes over the years 
an average of $26 million a year according to the figures of the Rail- 
road Retirement Board staff. 

As has been pointed out here, the level annual cost, over the years 
of our present une mployment system, is calculated by the staff of the 
Railroad Retirement Board, as 2.7 percent of a payroll of $5 billion a 
vear. Under this bill, the cost wend be 2.95 percent of a payroll of 
$5,450 million. Iam speaking of level costs. The actual tax situation 
is different because of the graduated tax scale made effective in 1948. 
Prior to then the tax was at a flat 3- percent rate. 

During the time the flat rate was in effect, we paid all benefits and 
built up a fund of about $1 billion. Therefore the law was amended 
to provide for a graduated scale of taxes: one-half of 1 percent, when 
the fund is over $450 million; 1 percent, when it is between $400 and 
$450 million, and so on, up to 3 percent, when the fund is reduced to 
$250 million or less. 

The fund is now about $650 million so we are paying one-half of 1 
pe reent. Under the calculations of the Railroad Retirement Board, 
if the law is unc _ anged we would continue to pay that same percent- 

age until 1959. Under this bill we would continue to pay the one-half 
of 1 percent only until 1957. We would have to pay an increased 
rate 2 years sooner and we would end by paying the full 3 percent 
on an enlarged taxable payroll. 

Immediate oe under the bill, all that we would have to pay would 
be one-half 1 percent on the increased payroll that would be 
bro ught ial - increase in base from $300 to $350. We would there- 

ore pay as additional taxes immediately one-half of 1 percent on $450 
tg the amount by which the payroll would be increased. But, 
of course, that is merely a temporary situation and not too important 
a one in the long run. 

In the long run it would cost us, according to the Railroad Retire- 
ment Board $26 million a year. What do the proponents of the bill 
propose to do with that money ? 
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They are going to double the remy daily benefit of $3. The 
bill does not say this in so many words, but it provides that the mini- 
mum benefit will be one-half of the daily rate received during the last 
employment. The minimum rate the railroads are paying now is 
about $1.50 an hour, or $12 a day, and half of that is $6. Therefore, 
this bill would double the lowest daily benefit rate now provided and 
would substantially increase the other benefit rates. It would provide 
benefits far beyond those provided in the State unemployment sys- 
tems which are received by workers in other industries. 

Why should those unemployment benefits for railroad people be 
far more liberal than for other people? A worker in other industry 
is in just as great need when he is unemployed as is a railroad worker 
who is unemployed. 

Mr. Ettenger went to some length into a comparison of those bene- 
fits. I donot have time to do it. 

The Cuarrman. If you wish to extend your statement with respect 
to the matters that you say you do not have time to discuss, you may 
do sO. 

Mr. Forr. You mean in writing? 

The Cuatrrman. Yes. 

Mr. Forr. Thank you very much, sir. 

I think perhaps it will serve the purpose if I refer you to Mr. 
Ettenger’s statement where the comparison is fully developed and 
where he shows that presently we pay much higher unemployment 
benefits than the average State system, even disregarding the fact 
that we have the feature of sickness benefits that no one else has, 
That in and of itself makes our system far more liberal than any 
other system. 

In view of these facts, we certainly see no occasion for new taxes and 
increased unemployment benefits. As to unemployment benefits, you 
will recall proponents of the bill could not rely on anything the Presi 
dent said which would justify or even give any basis for arguing that 
there was a justification for raising the base amount from $300 to $350. 

Nevertheless, they do cite the President’s report on another feature 
to which I would like to call your attention. At page 97 of the eco- 
nomic report, it is said: 

“A second inadequacy,” speaking of the unemployment benefits 
under the State systems, “is the size of the benefits.” 

It may be that this is correct. Certainly the benefits paid in the 
States are much lower than those that we pay. 

Continuing with the report: 

Originally, upon the recommendation of the President's Committee on Eco- 
nomic Security in 1935, the State set benefits generally at 50 percent of 
weekly wages. However, they also fixed dollar maximums which have since 
significantly curtailed the benefits. The effective ratio of average weekly 
unemployment benefits to average weekly wages of covered workers was 43 per- 
cent in 1938. Since then, with dollar maximums failing to keep pace with 
rising wage levels, the effective ratio has fallen to 33 percent. 

You will note the statement that under State systems for unemploy- 
ment the benefits now being paid are very much smaller percentages of 
what is called the average weekly wages than they were back in 1938 

The report continues: 

It is suggested that the States raise these dollar maximums so that the pay- 
ments to the great majority of the beneficiaries may equal at least half their 
regular earnings. 
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Obviously, one-half of the daily rate of pay is quite a different thing 
from one-half of regular earnings. But that is not the important point 
here. The important point is that the primary reason for the recom- 
mendation in the economic report appears to be that in the State sys- 
tems the proportion of benefits to wages had a from 43 to 33 
percent during the period between 1938 and 1953 

Now, in our case, under the railroad unemployment system, exactly 
the opposite has happened. The benefits that we are paying for un- 
employment are now a larger percentage of average weekly wages 
than they were when the system was established. In 1940, our benefits 
paid were 26.3 percent of such wages and in 1953 they were 39.7 per- 
cent. The trend in our unemployment payments has been exactly the 
opposite of the trend which led to the recommendation in the economic 
report. 

Thus, the recommendation as to the State unemployment systems 
has no bearing upon the railroad system. If the President had 
wished to make a recommendation as to the railroad system, no doubt 
he would have done so. 

Mr. Chairman, I will conclude here in order that members of the 
committee may have an opportunity to ask any questions they would 
like. 

The CuatrMan. Gentlemen, are there any questions? 

Mr. Harris. Mr Chairman, I only had this question. Consider an 
individual railroad employee would you be able to give us the retire- 
ment annuity that he would be entitled to under present law, and the 
retirement benefits he would be entitled to under this bill ? 

Mr. Fort. As to an individual, you mean ? 

Mr. Harris. Yes. 

Mr. Forr. Oh, yes, and I think Mr. Ettenger can tell you right 
now. 

Mr. Harris. In order that we might have that comparison as to 
how this bill would affect the individual employee. 

Mr. Forr. We will be glad to do that. 

Sometimes it has been suggested that we are always opposing any 
proposal that has to do with the retirement and unemployment 
systems. I don’t believe that the facts justify that. 

The bill which became the 1937 Act, was as you remember, an 
agreed bill. Then in 1948 there was an agreement, both on the 
graduated tax scale in the unemployment system and on an increase 
in the retirement benefits. In 1951, while there was not an agreement, 
there were some features of the bill that reflected toward the end a 
certain cooperation, particularly the general integration feature. 

This bill before you is a matter of the greatest importance to a 
great many people, and to an industry w hich is of great importance 
to all of our people. It cannot be acted on without the utmost care 
and the most prayerful consideration. I have tried to consider the 
bill objectively so far as I could, and I just cannot find any semblance 
of justification for it. 

Mr. Harris. May I say, Mr. Fort, that I do not recall such una- 
nimity of opinion in 1951 when we had this problem up. It occurred 
to me that we were jolted around from about three different directions. 

Mr. Fort. I said toward the end. 

Mr. Harris. I think what is going to be enlightening to a great 
many of us is just what the increased benefits “railroad employees 
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would realize out of increasing the salary base. We had a similar 
problem in 1951. Some wanted to increase it to $4,800. There wasn’t 
a great deal of attention, as I recall, given to how much increased 
benefits the individual employee would get out of that particular 
increase. 

Now, we are faced with it in full realization here today, and it 
seems to me that the members of the committee should understand 
what increase the employee is going to get out of the increase in salary 
base. 

Mr. Forr. I believe we can give you a series of tables that will 
make that clear. 

Mr. Harris. And you might include in that information about how 
long it would take for such increase in benefits to become effective. 

Mr. Forr. It comes very slowly, sir. 

Mr. Harris. It would have to be very slow over a period of years 
it seems to me. 

Mr. Forr. That is right. ; 

Mr. Harris. Now, reference has been made on several occasions 
by various witnesses as to the soundness of the retirement fund. I 
know that actuaries, some in particular, contend that the fund is 
short about $45 million a year, that is over the long run. First I 
should like to ask if you share that same opinion ? 

Mr. Forr. Well, I am not an actuary; and as to that, I just have to 
rely on what they tell me. 

Mr. Harris. Well, the thing that causes me some concern is that we 
have had this problem I suppose since 1946. We had the same ques- 
tion at that time, and there were great contentions made and appar- 
ently somebody missed on the estimates, because in 1948, as you have 
just indicated, everybody agreed to increase the benefits to the rail- 
road employees by 20 percent. 

Mr. Fort. That is right, 20 percent. 

Mr. Harris. That was done without anyone being concerned at all 
as to its effect on the soundness of the fund. I know this is a ques- 
tion that a Jayman in this field finds difficult to understand. But as 
a practical situation, : and looking into the future so far as I can, which 
is limited, I have some very serious doubts as to the correctness of 
the contention that this fund is in such a dangerous state. 

I would like to see the 1951 amendments operate awhile with what- 
ever adjustments might be made even with this, or anything else, and 
I would like to see the program operate just to see if the experience 
will show that that contention is true or not. 

Mr. Forr. Of course, there is a large element of speculation in 
arriving at the present deficit figure of $45 million a year. One of 
the principal uncertain features is the matter of the payroll in the 
future. You will remember the early estimates were based on a $ 
billion taxable payroll. 

Now they are basing it on a payroll of $5 billion. Well, there have 
been developments since 1937 that no one looked forward to. For 
example, that was the war and inflation, when railroad wages went 
up 150 percent. Increased wages had the effect, of course, of putting 
the taxable payrollup. When the volume of freight greatly increased 
because of the war, that had the effect of putting more people to 
work. So a good deal of that shifting that you speak of was due 
to developments no one could foresee. 
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The calculations are now based on a $5 billion payroll. Of course, 
that is speculative. Who can say that we are going to have an aver- 
age $5 billion payroll in the railroad industry from here on? I would 
think, that unless we go into another period of inflation, that $5 bil- 
lion would probably be high rather than low. I have no special 
qualifications for judgment on that point. 

Mr. Harris. I fully realize that all of these questions have to be 
considered in trying to figure out just how sound the fund is. The 
railroad employment has gone down to about 1 million now. I am 
wondering if that figure can be reduced a great deal more? It seems 
to me it is going to be difficult to try to operate the railroads and 
maintain the facilities and reduce employme nt by any substantial 
amount below 1 million employees. If that is true, I suppose we can 
assume that around $5 billion or a little more would be a payroll that 
we could look for into the future. 

Mr. Forr. We are installing a lot of laborsaving devices, Mr. Har- 
ris, for maintenance of way. You notice as you ride along the rail- 
roads that they have new ways of cleaning ballast and new ways of 
laying rails; and in the accounting offices they have introduced 
great many business machines which has tended to reduce employ- 
ment somewhat. What the future will bring forth as to that, I don’t 
know. 

Mr. Harris. Well, Mr. Getty’s statement shows the number of em- 
ployees in 1953 was 1,206,548. In 1952, it was 1,226,663. So there 
isa slight variation there. 

Mr. Chairman, I will defer any further questions. 

The Cnarman. Well, gentlemen, this will bring to a conclusion 
these hearings. 

I extend to you, Mr. Fort, and others, the opportunity, if you wish, 
to extend your remarks or revise them, provided it is done within a 
reasonably short time. The other witnesses have requested the op- 
portunity, likewise to file additional information. 

They may add to that which has already been stated. I have in- 
formed them that they will have that privilege. We want it done 
as soon as possible so that the committee will have all of the avail- 
able information and will be able to decide this important question in 
an equitable and proper manner. 

Mr. Fort. I would like to express our appreciation for your un- 
failing courtesy. Thank you. 

The Cuamman. We will adjourn at this time. 

(The following information was later received from Mr. Fort :) 

ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D. C., March 29, 1954. 
Hon. Cuarvtes A. WOLVERTON, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Wotverton: During the course of the recent hearings before your 
committee on H. R. 7840, a bill to amend the Railroad Retirement Act, the Rail- 
road Retirement Tax Act, and the Railroad Unemployment Insurance Act, Con- 
gressman Harris asked that I supply for the record certain information with 
respect to the retirement benefits which would be received by a railroad em- 
ployee if the salary base were increased to $350 a month as compared with bene- 
fits which that employee would receive if the base remains at $300 a month. 

An employee’s annuity is based on his average creditable monthly compen- 
sation over his entire period of railroad work. For that reason, almost count- 
less computations to show comparisons of annuities could be made by combining 
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different periods of service with different amounts of creditable compensation. 
However, the 24 examples contained in the attached table are sufficient to il- 
lustrate the effect of increasing the base to $350. 

The table deals with 24 employees divided into 4 classes. Employees of the 
first class are assumed to retire 1 month after July 1, 1954, the effective date 
of H. R. 7840. Employees of the second class retire 1 year after July 1, 1954. 
Those of the third class retire 5 years after July 1, 1954, and those of the fourth 
class 10 years after July 1, 1954. All 24 employees retire with 30 years of 
service. In each of the 4 classes.of employees, 1 employee is assumed to have 
received an average creditably monthly compensation before July 1, 1954, of 
$200 and is assumed to receive an average creditable monthly compensation after 
that date of $200. A second employee in each class is assumed to receive $200 
before July 1, 1954, and $350—the maximum possible under H. R. 7840-—after 
that date. A third employee receives $250 before and $250 after July 1, 1154; 
a fourth $250 before and $350 after; a fifth $300 before and $300 after; and a 
sixth $300 before and $350 after. The annuity which would be received under 
the present law and the annuity which would be received under H. R. 7840 are 
shown for all 24 employees. 

The increase in the maximum creditable compensation from $300 to $350 
would, of course, have no effect whatever on the annuities of those employees 
who have already retired from railroad service, and consequently those annuities 
are not shown in the table. 

The table shows that the increase in the present base to $350 would have no 
effect upon the monthly annuities of employees with salaries of $300 or less per 
month after the enactment of H. R. 7840. Their annuities will be exactly the 
Same whether or not H. R. 7840 is enacted. The increase in the base would 
affect only the annuities of those employees who receive more than $300 a month 
after the bill is enacted. The monthly annuity increase to those who earn more 
than $300 a month and retire in the comparatively near future would be very 
small. The table shows that after the passage of H. R. 7840, an employee who 
works a full year at the maximum creditable compensation rate of $350, and 
then retires, will have his monthly annuity increased, by reason of the larger 
base, by 69 cents. If he continues to work at that same rate of $350 for 5 
years before he retires, his monthly annuity will be increased by 5 times 69 
cents, or $3.45. He will have to work for more than 7 years at the same rate 
of $350 before his monthly annuity is increased by as much as $5. Because the 
employee has received the maximum creditable compensation of $350, the monthly 
annuity increases referred to are the maximum increases possible for particular 
periods of additional service 

Of course, if an employee earns over $300 but less than $350 his monthly 
annuity will be increased by something less than 69 cents for each year of 
work after the enactment of H. R. 7840. For example, an employee earning 
$325 a month after the enactment of H. R. 7840 would have his monthly annuity 
increased by one-half of 69 cents or 3414 cents for each year his salary remained 
at that level. 

I trust that the information on the attached table will be of interest to you 
and the other members of your committee. 

In addition to the table relating to railroad retirement, I am attaching a 
single sheet which shows a comparison of unemployment benefits payable under 
the present Railroad Unemployment Insurance Act, payable under the provisions 
of H. R. 7840, and payable under each of the State acts. I believe the informa- 
tion on this sheet will also be of interest to you and the members of your 
committee. 

I respectfully request that this letter and the attached table and sheet be 
made a part of the record and be printed as such, 

Sincerely yours, 
J. CARTER Fort. 








the bill would become effective July 1, 1954 








1 The bill would have no effect on employees retired prior to its passage. 
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| Average creditabl 
monthly compen- 
| addit al service sation 
Years of service prior to | Ad at tonal ¥ vice 0 jinscdlbasacictichiaatemeeith ‘ 
OF retirement and date | 
July 1, 1954 | f reti nt 
ini creteanee Before After | p 
July 1, | July1, | Present 
1954 1954 | at 
1. 29 years 11 months.......| 1 month—Aug. 1, 1954.| $200 200 | $124. 20 
| 200 | 350 124. 31 
250 250 | 144. 90 
250 350 | 144. 95 
| 300 300 | 165. 60 | 
300 350 | 165. 60 
2. 29 years... ...---| 1 year—July 1, 1955... 200 | 200 124. 20 
| 200 | 350 | 125 
| 250 250 144. 99 
250 350 145. 58 
| 300 300 165. 60 
300 | 350 165. 69 
Re Rann icttecn deck | 5 years—July 1, 1959_- 200 200 124. 20 
| 200 350 | 131.10 
250 250 144. 90 
250 350 148. 35 
300 | 300 165. 60 
300 | 350 165. 60 
4. 20 years_. ----| 10 years—July 1, 1964_.| 200 200 124. 20 
200 350 138. 00 
250 250 144. 90 
250 | 350 151. 80 
300 300 | 165. 60 
| 300 350 | 165. 60 
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Examples illustrating the effect which H. R. 7840 would have on annutties of em- 
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(The following material was submitted for the record :) 


RAILWAY LABOR EXECUTIVES’ ASSOCIATION, 


Washington, D. C., April 5, 1954. 
Hon. CHARLES A. WOLVERTON, 


Chairman, Committee on Interstate and Foreign Commerce 
Room 1334, House Office Building, Washington, D. C. 


Deak Mr. CHAIRMAN: We have received your letter of March 26 concerning 
H. R. 7843, which you state may be offered as an amendment to H. R. 7840 by 
a member of your committee when consideration is given to the latter bill. You 
ask for the benefit of our views with respect to H. R. 7843. 

This bill would eliminate the present requirement of cessation of service for 
a person, other than an employer covered by the act, as a condition for eligibility 
for an annuity; it would eliminate the present requirement of relinquishment 
of rights to return to the service of a person, other than an employer covered by 
the act, as a condition for receipt of an anuity; and it would eliminate the restric 
tion on an annuitant with regard to working for the 








person, other th: an 
employer, by whom the annuitant was last employed prior to the beginning 


date of his annuity. 

These provisions have been in the Railroad Retirement Act since 1937. They 
have not been considered unduly restrictive or improper by either labor or man 
agement. We do not believe that these eligibility requirements should be removed 
and we therefore do not favor adoption of the provisions of the bill 

One of the basic principles of the railroad retirement system is involved. It 
may be helpful if we review the eligibility requirements. We 
that retirement is not compulsory at any age 
and be paid a monthly retirement annuity if he has stopped all compensated 
service, whether for a covered or noncovered employer, and if he is: (1) 65 
years of age and has completed 10 years of service; (2) 60 to 64 Years of age 
and has completed 30 years of service; (3) 60 to 64 years of age, has completed 
10 years of service, is permanently disabled for work in his regular occupation, 
and has a current connection with the railroad industry; (4) less than 60 vears 
of age, has ¢empleted 20 years of service, is permanently disabled for work in 
his regular occupation, and has a current connection with the railroad indus 
try; (5) less than 65 years of age, has completed 10 years of 
permanently disabled for all regular gainful employment 

A person who becomes eligible for a retirement annuity, 


*must bear in mind 
A railroad employee may retire 


service, and 18 


under any one of 
the specified categories, makes a choice as to whether he wants to keep on work 


ing or actually retire from the employment in which he is engaged A person 
cannot keep on working at his regular employment or for his regular employer 


and also draw an annuity. Such an arrangement would not be a bona fide 
retirement system, as we view the matter. H. R. 7843 would draw a line of dis 
tinction between retiring from the service of a railroad company and retiring 
from the service of a nonrailroad employer In other words it would treat a 
person who stays with railroad work until reaching retirement age differently 
than a person who leaves railroad work and takes other employment 
becoming qualified for an annuity. The very great majority of 
ment annuitants are persons who remain in 


before 
railroad retire 
the railroad industry until they 
reach retirement age or until they are unable to continue in railroad work due 
to disability. We do not think they should be treated less favorably than those 
relatively few who, for one reason or another, are outside the railroad industry 
when they become eligible. 

We understand the Railroad Retirement Board has estimated that enactment 
of H. R. 7843 would impose additional annual costs amounting to $8,500,000 or 
0.17 percent of payroll. 

If the changes proposed by H. R. 7843 were limited only to disability annuitants 
the costs would be somewhat less. But we cannot justify different treatment 
for disability annuitants than for age annuitants in respect to cessation of service 
or return to service after becoming an annuitant 

We do not believe the system should be changed as H. R. 7843 proposes because 
in a very few cases it may have appeared to have worked in an inequitable 
manner under unusual circumstances. On the whole the present provisions are 
desirable and necessary and we recommend that they not be changed. 

This letter may be considered a response to your inquiry from not only the 
Railway Labor Executives’ Association but also from the four train and engine 
service brotherhoods, whose representatives have approved its contents. 

Respectfully yours, 
A. E. Lyon, Executive Secretary. 











178 AMEND RAILROAD RETIREMENT ACT AND OTHER ACTS 


ASSOCIATION OF AMERICAN RAILROADS, 
LAW DEPARTMENT, 
Washington, D. C., April 18, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 

My Dear Mr. WoLvertToN: This is in response to your letter of March 26, 1954, 
asking for the views of this association with respect to H. R. 7848, a bill which 
would amend the Railroad Retirement Act in such a way as to permit an in- 
dividual to collect a railroad-retirement annuity and at the same time to con- 
tinue to work for the nonrailroad employer for whom he was working at the 
time he became eligible for a railroad annuity. Under the present act, if a 
former railroad man is working for a nonrailroad employer at the time he reaches 
age 65, he cannot collect his railroad-retirement annuity until he leaves the 
service of that employer. And if he returns to the service of that nonrailroad 
employer, his railroad annuity is not paid for any month in which he works for 
that employer. 

This association is opposed to the passage of H. R. 7843 for a number of 
reasons. In the first place the bill, according to the estimates of the Railroad 
Retirement Board, would impose an additional annual cost on the railroad- 
retirement system of $814 million. The bill itself provides no means of provid- 
ing funds to pay this additional cost. If H. R. 7843 were added to H. R. 7840 
as an amendment to that bill it would increase the costs of H. R. 7840 to a 
point where they would be substantially in excess of the revenues derived 
from the increased taxes provided for in H. R. 7840. As has been shown in 
testimony before your committee during the course of hearings on other bills 
dealing with amendments to the Railroad Retirement Act, the retirement fund’s 
annual deficit on a level-cost basis over the years is $45 million. The railroads 
have always taken the position that it is of the greatest importance that the 
railroad-retirement system be maintained on a sound financial basis. H. R. 
7843 would not improve the present unsatisfactory situation, but would mate- 
rially increase the large annual deficit in the railroad-retirement fund. For 
that reason, if for no other, the railroads would oppose H. R. 7843. 

Those provisions of the act which would be changed by H. R. 7848 are of long 
standing. In 1937, at the instance of the President of the United States, the rail- 
road industry and the standard railroad labor organizations reached agreement 
on a railroad retirement bill and that bill was introduced in the Congress. The 
bill in the form introduced provided that service earned by an employee prior 
to January 1, 1937, should not be taken into cons‘deration in determining that 
employee’s annuity unless two factors were present—that he had been an em- 
ployee on August 29, 1935, and also that he was a railroad employee when he 
reached retirement age and became eligible for retirement benefits. Those two 
factors had to coincide before prior service could he taken into consideration in 
computing the annuity. After the bill was introduced the labor organizations 
snegested certain changes in the bill. One of those changes was to strike the 
requirement that in order to receive credit for prior service an individual had 
to be in an employment relationship when he reached retirement age and became 
eligible for his annuity. This permitted a man who was in an employment rela- 
tionship with a railroad on August 29, 1935, and who dropped out of railroad 
service before he reached the age of 65, to claim an annuity at 65 and count all 
of his service both subsequent to January 1, 1937, and prior to that date up to 
a moximum of 30 years. This proposed change in the agreed bill, of course, 
added to the costs of the system and for that reason, the labor representatives 
accompanied their first proposal with a second proposal to offset the cost of the 
first. The second proposed amendment provided that an employee who left rail- 
road service before reaching retirement age and went to work for a nonrailroad 
employer had to relinquish his employment and emplovment rights with such 
emplover in order to receive an annuity under the Railroad Retirement Act. 
The financial result of the second proposal was found by the actuaries to be 
suffcient to offset the costs of the first suggested change. 

The railroads agreed to these changes suggested by the labor organizations, 
and the agreed bill with the agreed amendments became the 1937 act. Congress, 


while amending the Railrcad Retirement Act on a number of subsequent occa- 
sions. has continued both of the above provisions in effect. To the best of my 
knowledge neither the railroads nor the standard railroad labor organizations 
have suggested any amendments such as are provided for in H. R. 7843. 
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The provisions of the Railroad Retirement Act which would be stricken by 
H. R. 7843 were included in the agreed act of 1937 as a method of saving money 
for the railroad retirement system in order to make money available to pay the 
cost of providing certain additional benefits for annuitants. The savings provided 
by those provisions have been spent by paying such additional benefits. If those 
provisions should be repealed as H. R. 7843 proposes to do, it would amount to 
spending the same money twice. 

For the reasons set forth in this letter, the railroads believe that your com- 
mittee should not favorably report H. R. 7843. 

Sincerely, 
J. CARTER FOorT. 


(Thereupon, at 12:25 p. m., the hearing was closed.) 
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